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PREFACE 

n , 

The aim of the Authors of this book is to explain-in * 
the simplest possible terms, devoid of all technical 
language, the whole system of Investing. 

It is hoped that after carefully reading the few 
chapters, a much greater appreciation of the financial 
pages of the daily newspapers will result. 

Hints to investors are given in one form or another 
in all the leading daily newspapers, and it is felt that 
before a proper appreciation of the sound advice 
given can be attained, it is necessary that a reader 
must possess a knowledge of Stock Exchange pro¬ 
cedure, of what an investment really means, the types 
of securities in which to invest, the method of reading 
a company or Government prospectus, and become 
reasonably well acquainted with the various terms 
used in connection with investing. 

There are more than 16,000,000 small capitalists in 
this country, owning between them no less than 
£1,776,247,000. Twenty-one years ^6 the capital 
owned by the small savers amounted to £639,243,000! 

Those who have saved a few hundred pounds in the 
recognized safe organizations such as the Post Office 
Savings Bank, and who are seeking a higher interest- 
yield on their capital, will find the chapters in this 
little book of inestimable value. 

Every effort has been made to safeguard the capital 
of the small investor, and at the same time to point 
a way whereby money that has been saved can be 
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made to produce a greater yield of interest than 
would accrue if such capital remained for any period 
earning a low rate of interest. 

The book will also be found of great value in 
schools and colleges where it is the aim of the tutors 
to impart to their scholars a thorough yet'simple 
grounding in higher finance. 

ARNOLD HORE 
F. W. CARTER 

London, W. 
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CHAPTER I 

WHAT AN INVESTMENT REALLY MEANS 

A little over two hundred years ago the word 
investment had mainly a military significance. Its 
use as a financial term dates from the formation of 
the Stock Exchange in London, an institution which 
came into existence in response to the demand for a 
central market in which interest-bearing securities 
could be freely bought and sold. Prior to this time 
there were very few avenues for the profitable em¬ 
ployment of money. Cash was carried about, locked 
up in safes, deposited with goldsmiths, or lent by 
way of mortgage on real estate. As illustrating the 
difficulties which beset the moneyed public of those 
days, it is related that the father of Pope the poet, 
when revolutionary troubles were brewing in 1688, 
cleared off to the country with a box containing his 
fortune of £20,000 in actual coin of the realm. The 
discovery of an entirely new mode of investment in 
the shape of interest-bearing paper was therefore a 
great boon for the English public, and despite much 
opposition and vituperation from the landed gentry, 
the Stock Exchange started business under auspicious 
circumstances. 

In the earliest days dealings were practically 
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limited to Bank of England stock, the stock of the 
great historical Chartered Companies, and the 
“Funds,” public loans raised by the Government for 
the prosecution of Continental wars. Fresh issues of 
capital and stock by the Bank of England, the South 
Sea Company, the Hudson’s Bay Company, and the 
Royal African Company, were eagerly snapped up, 
while the rapid growth of the National Debt provided 
an ever-widening field for investment. But troublous 
times were ahead. The failure of the South Sea 
Company, preceded as it was by a burst of speculative 
mania such as has been seldom witnessed in any 
country, spread disaster in every direction. Members 
of the Government and all classes of society were 
involved in the general ruin. The resources of the 
Bank of England were unequal to the emergency, but 
the energetic measures of Walpole eventually suc¬ 
ceeded in producing order out of chaos and in 
restoring public confidence. Naturally company 
enterprises and the Stock Exchange suffered a serious 
eet-back. The feeling of resentment, however, was 
short-lived. Investors had had their first though by 
no means their last lesson in the wiles of company 
promoters, but the convenience of interest-bearing 
securities had made a profound impression on the 
public mind, and before the memory of the South Sea 
Bubble had faded away Stock Exchange transactions 
were multiplying rapidly. 

In the meantime England was gradually forging 
ahead as the greatest trading country in the world. 
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Her geographical position and maritime supremacy 
made this development inevitable, and private 
enterprise, with a spirit worthy of the Elizabethan 
adventurers, sank capital lavishly in every quarter 
of the globe, earning enormous profits through the 
exploitation of the natural resources of backward 
countries. Expansion in the commercial field was, of 
course, followed by a corresponding increase in the 
number and variety of securities dealt in on the 
Stock Exchange. 

The industrial revolution of the nineteenth century, 
and the rise and development of the limited liability 
principle, probably contributed more than anything 
else to the growth and investment of capital. Numerous 
and costly wars had added greatly to the national 
indebtedness, but England had the world at her feet 
industrially, and her enterprising merchants were not 
slow to take advantage of their unique opportunities. 
Industry went on from strength to strength, funds 
were accumulated rapidly, and London soon found 
herself firmly established as the greatest owner and 
exporter of capital. Home railways absorbed vast 
quantities of capital, and fortunes were won and lost 
in this new form of enterprise. The New World, 
which was ripe for development, presented a great 
field for the profitable employment of money, and 
a stream of capital poured into North and South 
America, carrying its beneficent influence from the 
Atlantic to the Pacific seaboard. English investors 
provided a large part of the wherewithal with which 
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to build American railroads, and English industrialists 
supplied the plant, machinery, and rails. Foreign 
Governments found it to their advantage to float 
loans in London, and our financiers were only too 
happy to oblige, earning as they did handsome com¬ 
missions on the accommodation granted. The rich 
territory of India was not neglected. Her great 
public works and web of railways were all constructed 
by English brains and English money, and as soon 
as gold was discovered in South Africa, the capitalists 
in this country recognized the possibilities, and the 
Rand mines leapt into existence. During the past 
fifty years London turned over a large proportion of 
her surplus wealth to the development of our Empire 
Overseas, and since 1900 Dominion Governments 
have been allowed to borrow in this market on Trustee 
terms. 

Then came the war of 1914-1918, when the accu¬ 
mulated savings of years were blown to the winds. 
The National Debt rose to the stupendous figure 
of £7,000,000,000, a substantial portion of which 
was borrowed from the United States. American 
securities in the possession of British holders found 
their way back to the country of origin via the 
British Government, and New York eventually 
assumed the position hitherto occupied by London 
as the world’s greatest reservoir of money. In 
many respects, however, London still remains the 
most important cosmopolitan centre, and it is 
difficult to believe that she will ever yield pride of 
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place to any other city in the universality of her 
interests. 

Practically all these accumulated savings and debts 

translated into interest-bearing securites, that is to 

say, Inscribed and Registered Stock, Bonds to 

Bearer, Share Certificates, etc., were listed on the 

Stock Exchange, until to-day the Stock Exchange 

Daily List runs to twenty closely printed pages, and 

contains more than five thousand different varieties 

of stocks and shares, representing thousands of 
millions of capital. 

An examination of the list gives some idea of the 
variety of British interests. On the first page we find 
British Government securities, closely followed by 
English Municipals, Dominion and Colonial and 
Foreign Government Stocks and Bonds. In the last 
group nearly every country in the world is repre¬ 
sented. English, Indian, Colonial, American, and 
Foreign Railways, Banks, Discount and Insurance 
Companies, Breweries, Distilleries, and innumerable 
commercial and industrial enterprises appear in the 
order named. Other sections are devoted to Lighting 
and Power, Investment Trusts, Gas, Coal, Iron and 
Steel, Oils, Rubber, Tea, Tramways, Waterworks, Tele¬ 
graphs and Telephones, and it is no exaggeration to 
say that the London Stock Exchange securities cover 
almost every phase of human activity. 

Any member of the public, you, yourself, if you 
have money available for investment, can buy these 
securities provided there is an active market in 
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them, and they are not too firmly held. But every 
purchase is not necessarily an investment. The charac¬ 
teristics of a really good, sound investment are:— 

1. Security of capital (your money); 

2. Reasonableness of interest-yield (what you are likely to 
get in return for such money invested); and 

3. Prospect of capital appreciation (the chance of your 
original money increasing in value as capital when you 
sell the securities to someone else). 

There are dozens of securities in the gilt-edged, 
financial, and industrial markets of the Stock Exchange 
which come up to this standard. Anyone can buy 
them, and sleep soundly in the knowledge that the 
capital (the original money paid for the securities) is 
not only safe, but is gradually increasing, and that 
all the time a steady income is being received on the 
outlay—the original money expended in buying the 
securities. 

On the other hand there are numerous speculative 
securities on the Stock Exchange into which the 
element of risk enters, but which at the same time 
offer greater opportunities for making money, if 
bought at the right time. Provided that the risks are 
not excessive, and that the prospect of capital appre¬ 
ciation is based on evidence that would appeal strongly 
to the prudent business man, there is no reason at 
all why the modest investor should not occasionally 
take a chance with securities of this type. 

The investor will encounter other shares, funda¬ 
mentally sound, perhaps, the prices of which fluctuate 
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rapidly and often violently with the market prices of 
the commodities which the companies concerned are 
engaged in producing, and the man who buys such 
securities without really good inside information, 
which is equivalent to a stable “tip” for a racehorse 
or a dog, is running a rather serious risk with his 
capital. 

The risks are much more serious when the value 
of shares depends not so much on past or present 
performances as on the glowing promises of optimistic 
company promoters and the speculative fury of an 
excited public. The buyer of such shares has definitely 
abandoned the r61e of investor and embarked on 
a course of dangerous adventure. Left to his own 
devices, and with the traditional luck of the beginner, 
our speculative friend might be fortunate enough to 
make a comparatively large profit out of his trans¬ 
actions. In nine out of ten cases success will only 
tempt him to take greater risks with his capital, and, 
should his means allow of little margin for losses, his 
career as a speculator can safely be classified as 
doubtful. If he is unlucky, in the same way as a man 
who “backs” a horse that is returned as “also ran,” 
his holding in the shares might depreciate alarmingly 
in a single day, and he either sells out at a heavy 
loss or lives in a constant state of trepidation, 
hoping that the market will turn and prices move 
upward again. 

Successful speculation requires not only a willing¬ 
ness to take risks, but adequate monetary resources 



16 INVESTING MADE EASY 

and a wide experience of markets and business 
trends. If the would-be investor does not possess 
these necessary qualifications, he should leave pure 
speculation alone. It is worth while remembering, 
however, that there is always this essential difference 
between the man who “backs” a horse and the man 
who “backs” a security. When the former loses, his 
stake passes for ever into the pockets of the book¬ 
maker. It is otherwise with the Stock Exchange 
speculator. He seldom experiences a total loss unless 
he is working on borrowed money and trading a long 
way beyond his means. He can lose and lose heavily, 
but there is always something of a realizable value 
left. The shares or scrip might shrink to two-thirds 
or even one-third of their original value. As long, 
however, as they are quoted on the Stock Exchange, 
a buyer can usually be found at a price, while the 
speculator who has the courage to hang on grimly 
and wait sometimes finds that his lost capital is 
restored to him through the changing fortunes of the 
company in which his money is invested. 

Finally, there are other securities listed on the 
Stock Exchange in which no man with any sense 
would sink a farthing. Among them might be men¬ 
tioned obstinate defaulters like Russia, derelict oil 
and mining flotations and commercial companies that 
have never returned any dividend to shareholders, 
or have been hopelessly outdistanced in the economic 

race by more efficient competitors. 

It seems superfluous to warn the investor against 
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buying shares of companies that have never made a 
profit, or have been struggling for years in the depths 
of a financial morass. But it must be remembered that 
the wiles of artful share-pushers are as inexhaustible 
as public gullibility, and exaggerated estimates of 
future earnings, with beautiful pictures of happy and 
successful shareholders in the background, will always 
induce ignorant and greedy people to part with their 
money. 

The warning cannot too often be repeated that 
hopeless and bankrupt concerns have no future, and 
that liberal promises of unusual profits are the main 
stock-in-trade of tricksters. Such companies only 
cumber the economic field, but while they are alive 
they remain a constant source of danger to unin¬ 
structed investors obsessed with the idea of making 
money easily. 

The Financial Editor of any daily or weekly news¬ 
paper or bank manager will readily give an opinion 
regarding any kind of stocks or shares about which 
the investor entertains doubts. It is best to inquire 
first and to invest afterwards. 



# 



CHAPTER II 


3K EXCHANGE: WHAT 
AND HOW IT DOES IT 


The London Stock Exchange differs from all others 
in the division of labour between Jobbers and Brokers. 
The Jobber has no relations with the outside public. 
His business is done on the Stock Exchange itself, 
where he buys from and sells to the Brokers, who act 
on the instructions of the investor and speculator. 

Members of the Stock Exchange are not allowed to 
advertise for business or to issue circulars or business 
communications to persons other than their own 
principals or clients. Persons who advertise as Brokers 
or share-dealers are not members of the Stock 
Exchange, and any circulars from them offering shares 
should be consigned to the fire. 

There are no doubt many outside firms who are 
reputable enough, but others are of a very doubtful 
character, and the securities they try to sell are on a 
par with their character. 

Members of the Stock Exchange are under the 
control of a Committee, which has power to inquire 
into all bargains made, and the Committee can 
suspend or expel members found guilty of unprofes¬ 
sional conduct. 

A member is compelled to find substantial 
securities before election, and everything possible is 
done by the Committee to protect the public against 
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dishonesty and malpractice. Sanctity of contract is 
the great principle for which the Committee stands, 
and should a dispute arise between Broker and client, 
the latter can always rely upon a fair and impartial 
verdict from the Committee. 

There is, however, no redress against the outside 
Broker, who, if he sells you worthless shares, invari¬ 
ably escapes liability unless fraud or misrepresentation 
can be brought home to him. The only sensible 
course, therefore, is to resist the blandishments of 
these people by taking absolutely no notice of their 
glowing circulars and offers. If your cupidity, how¬ 
ever, is stronger than your intellect, write first of all 
to the City Editor of one of the great national news¬ 
papers, or to your banker, and the advice received 
will save both money and anxiety. 

Purchase and Saxe of Stocks and Shares 

There is no mystery at all about the business of 
buying and selling stocks and shares. Supposing that 
a stockbroker receives an order from a client to 
purchase £1,000 3£ per cent. Conversion Loan, he 
goes to the Stock Exchange and inquires the price 
from a Jobber in what is known as the gilt-edged 
market. The Jobber quotes two prices, say 77f and 
77§, the turn of representing his profit. He does 
not know whether the Broker is a buyer or a seller. 
The Jobber, however, is prepared to buy at the first 
price and to sell at the second. Assuming that the 
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price is satisfactory, the bargain is recorded and the 
Broker returns to his office to dispatch a Contract 
Note to his client informing him that £1,000 3J per 
cent. Conversion Loan has been bought for his 
account. The actual cost of his stock at 77J is shown 
in the Contract Note, plus the Broker’s commission, 
and the Contract Stamp, and the client is requested 
to forward the necessary cheque in settlement. 

The following is a specimen Contract Note:— 

Austin Friars, 
London, E.C.2. 

To Henry Jones, Esq. 

Dear Sir, 

We beg to adviso you that in accordance with your 
instructions we have this day bought, subject to the rules and 
regulations of the Stock Exchange, for immediate settlement, 

£ 8. d. 

£1,000 3£ per cent. Conversion Loan @ 77£ .. 778 15 0 

Contract Stamp . . . . . . . . .. 2 0 

Brokerage 1 per cent. .. .. .. .. 2 10 0 

£781 7 0 


Yours faithfully, 

( Sg .) Jno. Brown & Sons. 

Members of the Stock Exchange, London. 

All transactions being on a cash basis, payment of the 
above amount is due at once. Cheques should bo made pay¬ 
able to the order of the Firm and crossed, etc. 

In due course the buyer’s name is inscribed as the 
holder of £1,000 worth of Conversion Loan in the 
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registers of the Bank of England, and thereafter he 
receives the dividends as they fall due. Brokers 
issuing Contract Notes are required to use such a 
form as will provide that the words “Member of the 
Stock Exchange, London,” shall immediately follow 
the signature. 

Dealings for Cash and the Account 

Dealings in British and Colonial Government 
securities are on a cash basis, but all other business 
is for settlement on the Account Days fixed by the 
Stock Exchange Committee in the middle and at 
the end of each month. These account days are:— 

1. Contango Day. 

2. Mining Ticket Day. 

3. General Ticket Day. 

4. Account Day. 

Every Contract Note bears the date of the Account 
Day on which settlement is due, and stock must be 
delivered and paid for on that date, or arrangements 
made to have the bargain continued (Contango). 
The continuation of a bargain into the next account, 
when a “Bull,” let us say, does not wish to cut a loss 
or take a profit, is common enough among speculative 
dealers, and the interest charged for the accommoda¬ 
tion is known as the Contango Rate. The first day is 
devoted to the settlement of Contangoes, the next 
two for passing names, and the last for payment. 
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Professional Speculators 

Speculators are divided into “Bulls” and “Bears.” 
The “Bull” buys securities which he has no intention 
of holding in the hope that a rise will take place, 
enabling him to resell at a profit, while the “Bear ” 
sells stock which he does not possess in the hope that 
prices will fall to a lower level, thus enabling him to 
buy in at a profit. The operations of “Bulls ” and 
“Bears” are of no immediate concern to the ordinary 
investor, but it is impossible to thoroughly under¬ 
stand the financial columns of the daily newspapers 
without some knowledge of exchange and market 
terms. When the City Editor announces a strong 
“Bull” account, we know that speculators have been 
buying for a rise; on the other hand, if the market 
is “Bearish,” operators have been selling “short” in 
the hope of making a profit from an expected fall in 
prices. 

Another animal frequently encountered in Stock 
Exchange parlance is the “Stag,” and it is a common 
thing to see that an issue has been heavily “Stagged.” 
This wary creature applies for new stock which is 
expected to reach a premium, and, as soon as the 
premium is established, he sells out and takes his 
profit. If the premium fails to materialize or the price 
recedes to a discount, values are apt to drop steeply, 
but perhaps only temporarily, under forced selling 
from the “Stags,” who, in many cases, are not in a 
position to buy stock outright, but have only enough 
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capital to pay the application money. Professional 
operators also come in and “Stag” good securities. 
The total applications for a successful issue are not 
necessarily any indication of the quantity of money 
seeking the investment, because through the opera¬ 
tions of the “Stags” genuine investors are compelled 
to apply for much more stock than they wish to hold 
in the hope of seeming a moderate allotment. It is 
quite common these daj^s to see an announcement in 
the financial columns in the daily papers that such 
and such an Issue has been over-subscribed many 
times. In such cases applicants are allotted a pro¬ 
portion of the amount they apply for. 

Jobber’s “Turn ” 

Reference has been made to the Jobber’s “Turn,” 
or the difference between his buying and selling 
prices. In an active market such as British Govern¬ 
ment securities the “Turn” is very narrow, as the 
Jobber can afford a lower rate of profit on the larger 
turnover, while in a dull market the “Turn” is wider. 
The reason for this is that if the Jobber takes stocks 
on his books for which there is not an active demand, 
he might be compelled to hold them for some time 
before finding a buyer. 

Broker’s Commission 

The Broker is remunerated on a commission basis. 
Brokerage on British Government securities is 
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usually i per cent., but may be as low as per 
cent, on stock with only a few years to run before 
maturity. Debentures and bonds carry a rate of 
J per cent., while the brokerage on company shares 
runs on a graduated scale from Jd. per share at the 
price of Is. to 2s., to 9d. per share at £4 to £5, and 
2s. 6d. per share at £20 to £25. Minimum rates are 
fixed by the Committee of the Stock Exchange for 
small transactions, namely, 5s. up to £20, 10s. up to 
£100, and £1 for transactions over £100. A list of the 
commissions, etc., appears at the end of the glossary. 
The best type of stockbroker has no objection to 
small business. It is, in fact, a bread-and-butter line, 
but he must have some knowledge of the standing 
of a client before executing an order. In most cases, 
therefore, it is better for the investing novice to 
deal through his Bank Manager, who is usually 
an fait with his financial position. The investor will 
recognize that there is just as much work involved 
in a £50 contract as in one for £1,000, but the com¬ 
mission on £50 is so trifling that the Broker cannot 
make extensive inquiries without incurring a loss. 

Transfer Stamp Duty 

In addition to the above charges, the buyer of 
stocks and shares must also pay transfer Stamp Duty, 
which varies, but is usually £1 per cent. No Stamp 
Duty is payable on British Government securities and 
Indian stocks or on the bulk of British Municipal and 
Dominion Government securities. The prospectuses 
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of the latter always state that stock will be trans¬ 
ferable by holders free of duty, but in these cases the 
borrowers bear the tax themselves. The customary 
method is to “compound” for Stamp Duty, that is 
to say, a lump sum is paid to the Revenue, varying 
with the term of the loan, in lieu of the Stamp Duty 
payable on transfers as they arise. Bearer securities 
which pass from hand to hand must be stamped with 
the appropriate rate of duty when issued in this 
country, otherwise they are not good delivery. The 
rates vary from 5s. per cent, up to £2 per cent. The 
seller of stocks and shares pays the usual brokerage 
charges, but not transfer Stamp Duty. 

“Cum-Div.” and “Ex-Div.” 

Stocks are sold “cum-div.” or “ex-div.”, that is, 
with or without the dividend. The price of a security 
quoted on the Stock Exchange includes the dividend 
or interest accrued to date, but a month before the 
dividends are due the stock is deprived of dividend, 
and is then quoted “X-d.” (Ex-dividend). To ascer¬ 
tain the true price of a security the investor must 
work out the amount of accrued interest, and deduct 
it from the quoted price. For example, let us suppose 
that dividends on £100 5 per cent. Stock are payable 
on January 1st and July 1st in each year. On May 1st 
the stock stands at 101 f, but four months’ interest 
at 5 per cent, per annum, namely £1 16s. 8d., must 
be deducted before the actual price of the security 
is known. 
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Influences on Prices of Stocks and Shares 

Prices of stocks are, of course, subject to innu¬ 
merable influences. Strong support from the public 
drives prices upwards, while the predominance of 
sellers has exactly the opposite effect. The threat of 
international complications, industrial disturbances, 
such as strikes and lockouts, reported Budget de¬ 
ficiencies and adverse profit returns, have the effect 
of causing stocks to depreciate in value. On the other 
hand, the prospects of cheaper money, bonus distri¬ 
butions, larger dividends, better trade conditions, and 
similar evidences of prosperity, react favourably on 
security values, and it is true to say that every 
political and economic event throughout the world 
which we see reported in the newspapers is also 
recorded, weighed, and estimated on the Stock 
Exchange, and is reflected in the marking down or up 
of the securities affected. 

Stock Exchange Committee 

The Stock Exchange Committee is in no way 
responsible for the intrinsic merits of stocks and shares 
listed on the Exchange, but simply provides a market 
in which securities can be readily bought and sold. 
Companies and public borrowers, however, must 
comply with certain conditions before permission is 
granted to deal in their securities, and the stocks and 
shares are usually offered on a prospectus, or notice 
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published in lieu of a prospectus. Generally speaking, 
the Committee keeps a watchful eye on the rights of 
the investing public. Naturally, all large and important 
business concerns want a market for their securities, 
and this can only be gained if they comply with the 
regulations laid down by the Committee of the Stock 
Exchange, which are designed in the public interest 
and for the facilitation of security transactions. 



CHAPTER III 


TYPES OF SECURITIES 

Government and Municipal issues are usually in the 
form of Inscribed or Registered Stock, or Bonds to 
Bearer with coupon attached. The name of the holder 
of Inscribed or Registered Stock is entered in the 
registers of the bank where the stock is domiciled, 
and in the case of Inscribed Stock the holder must 
attend the bank in person to make transfers, or else 
give a power of attorney to his Broker, which costs 
10s. 6d. Registered stock is transferable by Deed only. 
Bearer Bonds which are transferable by delivery 
should be handed over to the investor’s bank for safe 
custody. The bank will present the coupons on the 
due dates, and credit the investor’s account with the 
proceeds. 

Debentures issued by Governments and Munici* 
palities are, as a rule, simply Bonds to Bearer. 

Company Debentures 

The subscriber to debentures in an industrial and 
trading company is not a shareholder, but a secured 
creditor. The debenture, which is a solemn acknow¬ 
ledgment of debt under the company’s seal, is generally 
secured on specific assets, and, in addition, may 
create a floating charge on the whole of the company’s 
undertaking. The debenture holder is not entitled to 
any share in profits, but receives a fixed rate of 
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interest whether profits are made or not. If the 
interest falls in arrears, the debenture holders may 
step in and seize the assets in satisfaction of principal 
moneys and interest owing. It is customary to 
appoint a Trustee under a Trust Deed, with power to 
take action immediately the interests of debenture 
holders are jeopardized. The main point for the 
investor is to satisfy himself that he is amply protected 
by tangible, realizable assets. If the debentures are 
secured on fixed assets, like plant and machinery, a 
\ cry substantial margin should be allowed for possible 
depreciation in value. Assuming that valuations are 
sound and capable of being maintained, and that 
there is no opportunity for the creation of other 
charges ranking pari passu , or on an equal footing, 
with the debenture, then the investor is in a very 
strong position. Debentures offered at a heavy dis¬ 
count, or at a high rate of interest, should be looked 
at askance. 

Debenture stock differs from debentures only in 
being for different amounts. Debentures are sold in 
denominations of £100, £200, £500, and so on, but 
with debenture stock the whole debt can be bought 
and sold in any amount. 


Company Shares 

Shares in industrial and trading concerns are 
divided into Preference, Ordinary, and Deferred. 
Preference shares are either cumulative or non-cumu- 
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lative. With the former variety the dividend accrues, 
if not paid in any one year, and if profits permit, it 
must be paid in subsequent years, before any dis¬ 
tribution is made to the ordinary shareholders. The 
dividend on Preference shares is fixed, 5 per cent., 
6 per cent., or 7 per cent., per annum, and holders 
usually enjoy priority as to repayment of capital in 
the event of a winding-up. Very often restrictions are 
placed on the voting powers of Preference share¬ 
holders, who may be debarred from exercising a 
voice in the company’s affairs unless their dividends 
are in arrears for a certain period or their rights and 
privileges are directly affected by proposals before the 
company. The dividends on non-cumulative Pre¬ 
ference shares do not accrue if the company is unable 
to afford them, and are consequently irrecoverable. 
Although dividends on Preference shares are fixed, 
the investor should not overlook the fact that many 
of these securities are capable of capital appreciation. 
There are distinct advantages in buying the cumulative 
Preference shares (on which there may be arrears of 
dividend) of companies which are meeting with suc¬ 
cess after having suffered a long series of reverses. 

Ordinary Shares 

The great bulk of our industrial capital is in 
Ordinary shares. They rank after Preference for 
dividend, and where there are no Deferred shares may 
take the whole of the divisible profits after Preference 
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claims are satisfied. The Ordinary shares of long- 
established and successful companies are safe enough 
investments, with the promise of capital appreciation 
and steady returns. Sometimes Ordinary shares are 
divided into Preferred Ordinary and Deferred Ordin¬ 
ary. A fixed rate is paid to the Preferred shareholders, 
and after payment of an agreed percentage on the 
Deferred, the Preferred shares may participate in 
surplus profits, subject to any other interests. 


Deferred Shares 

Deferred shares are, as a rule, of small nominal 

value, and are often allotted to the vendors of a 

business in part payment of the purchase price. The 

practice of issuing Deferred shares on condition that 

no allotment will be made unless the applicant takes 

up Preference or Ordinary shares seems to be on the 

increase. Dividends on Deferred shares rank after 

Preference and Ordinary, the rates on which are 

limited. In flourishing concerns the dividends earned 

represent extraordinarily large percentages on the 

nominal value of the shares. Deferred shares of this 

kind are very valuable, but are usually tightly held 
in a few hands. 

No Par Value 

Shares of No Par Value are an American device, 
and were originally issued to represent the equity of 
a business, that is, the surplus remaining after pay- 
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ment of interest on Bonds, Debentures, and Pre¬ 
ference shares. Shares of No Par Value are now 
issued for cash or in return for assets. A short defini¬ 
tion is the equity of a company as represented by a 
given number of shares. Dividends must be expressed 
as so much per share, as there is no nominal value on 
which to calculate a percentage. The Liabilities 
side of the Balance Sheet of an American Company 
which had issued shares of No Par Value might 
appear as follows:— 

Capital. $ 

7 per cent. Cumulative Preference Shares 15,000,000 

Current Liabilities. 

Bills and Accounts Payable .. • • 7,000,000 

Reserves and Funds .. • • • • 8,000,000 

Capital and Surplus. 

Represented by 490,000 shares of No 

Par value . . • • • • • • 16,000,000 

$46,000,000 

Shares of No Tar Value escape Stamp Duty. 


Partly Paid-Up Shares 

Unlike stock, shares are not always fully paid up, 
and the company may call up the unpaid liability at 
any time if funds are required for further expansion 
or for the payment of creditors. Buyers of partly 
paid-up shares should clearly understand that they 
take over this liability. Recent bankruptcy proceed¬ 
ings illustrate the risks run by holders of partly 
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paid-up shares. A gentleman presented his daughter 
with 17,000 shares on which 2s. only had been paid. 
The company went into liquidation, and the liquidator 
sued the woman for the balance of £15.300 owing on 
the shares and obtained judgment. 


o 


CHAPTER IV 


HOW TO READ THE FINANCIAL PAGE OF 

A DAILY NEWSPAPER 

The official record of dealings as published in the 
financial columns of the daily newspapers often 
proves a stumbling-block to readers not familiar with 
Stock Exchange transactions, but in reality it is only 
a simple statement of business done, and the terms 
on which dealers are prepared to buy and sell. It is 
quite as easy to read the list of closing prices and the 
news given on the financial pages as it is to under¬ 
stand the racing, cricket, and tennis news on the 
sports pages. If we take The Times of May 26th, we 
read that the Closing Prices for 2\ per cent. Consols 
were 56J-56J, that is to say, that Jobbers would 
buy at the first and sell at the second price. On that 
day business was done on the following terms, 
although the sequence of marking is not necessarily 
that in which the transactions took place:— 

66*, 66|, 66*, 66f, 60**, 

66*, 66f, 60*, 66$, 66**, 

66§, 66*, 60**, 60*, 66f* 

In the record of dealings as published in the 
newspapers the figures 56 would only be employed 
for the initial transaction, all subsequent bargains 
being represented by the appropriate fraction. All 
bargains are not recorded. There is no compulsion on 
a Broker to mark up business done, but a good 
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Broker does it for his own protection and that of his 
client. If the client is a buyer, he can see by the 
newspapers next morning that he has not been 
charged an outside price; if a seller, that he has 
received a fair price for the stocks disposed of. A 
conscientious Broker always consults the marking- 
board before executing an order. He is then in a 
position to place a check on offers, and if the Jobber 
quotes above the market, the Broker vail refer to 
another dealer for a closer price. 

Stock Exchange Movements 

The movements in stocks and shares are faithfully 
recorded every day in the Stock Exchange columns 
of the Press, and can be understood by any person 
who is able to read. In many cases the actual rises and 
falls in the prices of leading securities are shown, the 
plus sign denoting a rise and the minus sign a fall, 
as, for example, War Loan + i or — The general 
tone of the stock markets is described, and some 
explanation is afforded of unusual price variations. 
Here is a typical example:— 

The Stock Exchange finished the week quietly yesterday, 
but on the whole markets showed a better tendency. Four 
per cent. Victory Bonds were strong, rising from 94£ to 94£. 
The five per cent. War Loan hardened t\t to 101H, and the 
4£ Conversion Loan was firm at 97£. There was inquiry for 
India 5$ per cents. 

In the Foreign markets, Roumanian Consolidated 4 per 
cents, fell from 47 to 46£, but recovered to the former figure. 

Marked weakness was shown by Argentine Railway Stocks 
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on the news published yesterday of the Argentine Govern¬ 
ment decree directed against existing traffic rates. The chief 
fall took place in Buenos Ayres Great Southern, which closed 
2£ lower at 102$. Entre Rios and Cordoba Central showed 
proportionate declines. 

The Industrial market was more subdued on the whole, 
and the tone was irregular. Imperial Chemical Ordinary 
shares closed with little net change at 37s. 3d., while the 
Deferred were slightly lower at 13s. The new shares, both 
Ordinary and Deferred, were dealt in at about 3s. premium, 
and closed at 2s. 10£d. premium. British Celanese Ordinary 
shares wore dull, but the Preference were again in demand, 
and closed Is. 3d. higher at 45s. 9d. Baldwins Issues were 
weak on the reconstruction scheme details. Cargo Fleet, 
Dorman Long, and a number of others in the group declined, 
but Hopkinsons advanced, and Naysmith were better at 25s. 

All this is simplicity itself. The main point for the 
ordinary investor to bear in mind is that whatever 
the influences behind buying and selling activity, 
prices spurt forward when demand is strong and 
droop under a press of sales. Readers will note that 
the City delights in abbreviations, and no company 
is honoured with its full official title. Indeed, economy 
in nomenclature is carried to a point which mystifies 
people unfamiliar with Stock Exchange terms, e.g. 
“Canpacs” for Canadian Pacific Railways. 

• The City Notes 

The City Editor is not content with the mechanical 
reporting of Stock Exchange movements. British 
interests are far flung, and in the City Notes he takes 
the whole world in his stride. Should a South American 
Republic pass a law which adversely and unjustly 
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affects the business of British companies operating 
in that area, the City Editor will have something 
pungent to say about it. If a Foreign Government 
proposes to debase its currency, or in any way to 
break faith with investors, British Bondholders will 
be warned and a strong protest entered on their 
behalf. The opinion of the City as expressed in 
responsible newspapers has a world-wdde influence, 
and cannot be ignored with impunity even by 
debtors at a distance. There is a constant demand for 
funds on the part of undeveloped countries, where 
capital is usually scarce and, therefore, dear. Money 
can aUvays be had in London, but borrowers with no 
regard for the accepted principles of sound finance, or 
the inviolability of contracts, may be shut out of the 
market altogether, and mulcted for their sins in much 
higher interest rates elsewhere. Bad marks in London 
are not likely to be treated with any degree of tender¬ 
ness in New York. 


Criticism of Prospectuses, Etc. 

If the investor cares to follow, the City Editor will 
gently lead him into the more abstruse problems of 
currency and finance. Taxation and rates in relation 
to profits, the gold standard and its implications, the 
ability of Banks to create credit, the monetaiy 
policies of the Authorities in New York and Paris, 
every topic which bears on our industrial and national 
efficiency and vitally affects the interests of the man 
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in the street, is ably discussed and lucidly explained. 
Perhaps the greatest service rendered to the public 
by a fearless City Editor is the analysis and candid 
criticism of Prospectuses, Reconstruction schemes, 
and the position of companies as disclosed by annual 
Reports and Balance Sheets. From long experience 
and training, he is an adept at spotting weaknesses 
which are not apparent to those unskilled in accounts, 
and if the newspaper he represents is strong and 
independent financially, he has not the slightest 
hesitation in speaking his mind with force and 
vivacity. 

From all this we do not mean to infer that the 
City Editor is endowed with universal knowledge and 
financial genius. Far from it; but he is an expert with 
access to the very best sources of financial opinion 
both in the City and abroad, and a proper sense of 
responsibility towards the investing public compels 
him to supply readers with honest, well-informed ideas 
and criticism. The investor who passes over the City 
Notes for the news and sports pages deliberately 
cuts himself off from a valuable educative influence, 
and stands the chance of losing money into the 
bargain. During the past few years a great deal more 
space has been devoted by leading newspapers to the 
treatment and discussion of financial matters. Many 
of them make special features of investment hints, 
and readily tender advice to perplexed inquirers. 
This development may be expected to continue. The 
investment habit is growing with the more even 
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distribution of wealth throughout the community, 
and the small man will tend to rely more and more 
on the City Editor as guide, philosopher, and friend. 
But a word of warning is necessary here. In choosing 
attractive stocks from lists recommended by reputable 
journals, the investor will be well advised to consult 
his Broker or Banker before making a purchase. 
Newspapers are not infallible, and the cautious 
investor will feel much happier if the City Editor’s 
opinions are supported by an expert in investment 
values. There is also this point to be considered. 
Market conditions change, and investors who do not 
always read their newspapers probably miss important 
information affecting the stocks in which they are 
interested. To make assurance doubly sme, they 
should place their list of investments before a good 
Broker, with instructions to watch the course of 
prices, and if any advice is necessary, it will be 
forthcoming at the right moment. 



CHAPTER V 


PROSPECTUSES: HOW TO READ THEM 


A Government Prospectus 

A Prospectus is an invitation to the public to 
subscribe for stocks and shares. It is published in the 
newspapers, printed and issued as a separate docu¬ 
ment, and may be obtained from Banks and Brokers. 
The general run of Prospectuses follow a stereotyped 
form, and can be understood without any difficulty. 
As an example, let us select the Prospectus of the 
X.Y.Z. Government, whose securities carry the 
Trustee badge under the provisions of the Colonial 
Stock Act. The X.Y.Z. Government wants £4,000,000 
for developmental purposes in cash, and at the same 
time makes an offer to holders of five and a quarter 
millions of existing Stocks, which are shortly maturing, 
to exchange into the new security. This offer is 
technically known as “Conversion.” On the maturity 
of a Loan, holders are seldom paid off in cash. Some 
time prior to the maturity date the borrower will 
issue an invitation to Stockholders to take up another 
security, and provided the terms are sufficiently 
attractive, the bulk of them will do so. The result is 
that the old debt is renewed on different terms and 
conditions. The X.Y.Z. Government intends then to 
create between nine and ten millions of new Stock, 
against which five and a quarter millions of old Stock 
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will be cancelled on surrender. The Prospectus may 
be headed as under:— 

£4£ per cent. Inscribed Stock, 1950. 

Interest payable half yearly at the Bank of England on 

May 1st and November 1st. 

The Principal will be paid at par on November 1, 1950. 

Price of Issue £94 10s. per cent. 

Issue of £4,000,000 Stock 
for payment in cash. 

Offer of £5,446,875 Stock 
in exchange for holdings of 

X.Y.Z. Government £4£ per cent. Inscribed Stock due on 

November 1st, 1929. 

The Governor and Company of the Bank go on to 
say that they have been authorized to make the 
Issue, and then follows a mass of statistics bearing on 
the public finance of the borrower. A long succession 
of surpluses, steady debt redemption policy, and the 
use of loan moneys for purely reproductive works, 
all count in the borrower’s favour; while heavy 
adverse trade balances, repeated deficits on Revenue 
Account, and extravagant expenditure, tend to 
weaken its credit. Naturally the X.Y.Z. Government 
endeavours to make the best possible showing with 
the object of extracting from the market the very 
last ounce that its credit is worth. 

Price of Issue 

The Issuing Bank then advises the terms on which 
investors may take up the cash Issue:— 
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Price of Issue, £94 10s. per cent., payable as follows: 


On application 
On Friday, May 25th 
On Friday, June 29tli 
On Friday, July 27th 


£ s. d. 
5 0 0 
39 10 0 

25 0 0 

26 0 0 


£94 10 0 


The investor makes his application on the pre¬ 
scribed form accompanied by a deposit of 5 per 
cent, for each £100 of stock. In case of partial allot¬ 
ment, which takes place when the Loan is oversub¬ 
scribed, the balance of the amount paid as a deposit 
is applied towards payment of the first instalment due 
on May 25th. Applications may be for the whole or 
any part of the Issue in multiples of £100, but no 
allotment is made of a less amount than £100 Stock. 


Scrip and Stock Certificates 

The investor may, if he feels inclined, pay in full 
after allotment, in which case he is usually allowed 
a rebate on the “prepayment,” which varies with the 
market rate of money. Scrip Certificates to Bearer are 
issued by the Bank in exchange for Allotment Letters, 
and when the Stock is fully paid up on July 27th 
the Scrip Certificates may be inscribed in the holder’s 
name in the Registers of the Bank, or the investor 
may elect to take Stock Certificates to Bearer with 
dividend coupons attached. Bearer Stock Certificates 
are popular with money-dealers, but are only^issued 
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in respect of securities not liable to Stamp Duty and 
to securities on which Stamp Duty has been “com¬ 
pounded. ” 


Annual Yield and Redemption Yield 

Assuming that the investor is perfectly satisfied 
with the security, his main desire will be to ascertain 
the return on his outlay, and it is important to dis¬ 
tinguish between the annual yield on the money 
employed and the return from the investment spread 
over the whole period of the Loan. In this case the 
investor receives £100 of Stock on which a dividend 
of £4 10s. is paid annually for every £94 10s. expended, 

, . . . 

and the running yield is therefore —— of 100, or 

4f per cent. If he retains his holding, there is a 
bonus of £5 10s. due on the maturity of the Loan, 
which is redeemed, or paid off, at the par value of 
£100. Spread over the whole period of the Loan, the 
return, which, of course, includes the profit of £5 10s. 
on redemption, will be nearer 5 per cent, per annum. 
Investors should note that the bonus payable on 
maturity is an accretion to capital, and is therefore 
not subject to Income Tax. 


Yields on Premium Stocks 

Stocks issued at a premium are in a different 
category. Here the investor pays more than the par 
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value of the security, and he must take care to 
ascertain that he is not going to be let in for a serious 
loss on redemption. New Stocks are not usually 
issued at heavy premiums, but if the investor buys 
in the open market 6 per cent. Stock at 120 repayable 
within a few years, he is not doing so well for himself 
as if he purchased moderately long term 4J per 
cent. Stock at 90. The annual return on the capital 
employed is the same, but the capital loss of £20 on 
maturity within a relatively short time makes the 
6 per cent. Stock an inferior investment. There is no 
necessity, of course, to avoid premium stocks alto¬ 
gether, as a small loss on redemption might be more 
than compensated for by the higher interest yield. 
Tables are available showing the redemption yields on 
all classes of stocks, and a Broker will always be 
prepared to supply the necessary figures. 

Market Quotations of Stocks 

New stocks seldom stand in the official Lists at their 
issued price, but either rise to a premium or drop to 
a discount. The premium or discount, as the case 
may be, is based on the issue price and not on the 
par or nominal value. If, as the result of keen demand, 
the 4J per cent. Inscribed Stock of the X.Y.Z. 
Government eventually jumps to 2 premium, holders 
can realize at 96 J, and not at 102. Assuming the price 
declines to 2 discount, holders can get out at 92J. 
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Option for Redemption and Interest “Turn” 

Public borrowers frequently take an option for 
redemption. The X.Y.Z. Government might have 
issued 4£ per cent. Inscribed Stock 1945/19G0, and if 
it were possible in 1945 to replace the existing 
indebtedness by a lower interest bearing security, the 
borrower would do so on giving three months’ notice 
to holders. It is also not unusual to give a bonus to 
purchasers of stock in the first interest payment, in 
which case a full half-year’s dividend is paid before 
the borrower has had the use of the money for that 
period. In calculating his yield the investor should 
deduct the amount of the interest “turn” from the 
price actually paid for the stock. 


Conversion Terms 


The X.Y.Z. Government will now go on to specify 
the terms on which holders of 4 J per cent. Stock 1929 
may exchange into 4J per cent. Stock 1950. As the 
4i per cent. Stock is approaching maturity, it is 
quoted in the market at something very like its 
par value of £100, and we may assume for the pur¬ 
poses of illustration that the price stands at 98. Any 
holder then may sell out at 98, and by investing the 


proceeds in the 4J per cent. Stock can obtain 


98 

94J 


of 100, or £103 15s. in an entirely new investment. 


The probabilities are that stockholders anxious for 
good long-term investments will take advantage of the 



46 


INVESTING MADE EASY 


offer of £103 15s. 4£ per cent. Stock for every £100 
of 4J per cent. Stock surrendered, particularly if 
there are other Conversion operations to follow, as it 
may be taken for granted that the X.Y.Z. Govern¬ 
ment will do its utmost to convert on progressively 
better terms. Holders who want their capital back 
are, of course, repaid in cash in November 1929. 

Foreign Government Securities 

The investor must beware of purchasing Foreign 
Government securities unless they are issued as 
Sterling Bonds, or there is an engagement to repay 
principal and interest at a fixed rate of exchange, 
as exchange fluctuations can very easily result in a 
serious loss of capital and income. The experience of 
British Investors in French Government Bonds 
should be a warning to all. These unfortunate people 
bought Bonds payable in francs at a time when 
25 francs were the equivalent of £1 sterling. To-day 
it takes 124 francs to purchase £1, so that British 
holders have apparently suffered a loss of four-fifths 
of their capital and income. 

The Company Prospectus 

The Prospectus of a Public Company is rather 
more complicated than the one we have just con¬ 
sidered, and its contents require a much more careful 
scrutiny from the investor. The law enacts that 
certain specified information bearing on the com¬ 
pany’s affairs must be divulged for the protection of 
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the public, and Directors are individually and collec¬ 
tively liable for its accuracy. Usually the Prospectus 
opens with a statement that a copy has been filed 
with the Registrar of Joint Stock Companies. If this 
familiar declaration is missing, the Prospectus is not 
issued under the Companies Acts, and the promoters 
are under no legal obligation to disclose those relevant 
facts which the Legislature considers necessary for 
the protection of investors. Sometimes, for example, 
the whole of a company’s shares and debentures are 
purchased outright by an Issuing House, and resold 
to the public on a Prospectus. A reputable Issuing 
House is only too walling to afford the fullest informa¬ 
tion. Others are not, and the man with money lying 
idle should turn a deaf ear to their solicitations. Far 
too often business propositions have been bought up 
by Syndicates, and resold at four or five times the 
price to the investing public, who had they known of 
the enormous intermediate profits would have wisely 
kept their money in their pockets. 

Types of Companies 

Companies incorporated under the Companies 
Acts, and offering shares or debentures to the public, 
can conveniently be divided into three classes:— 

1. Companies formed for the purpose of taking over an old 
business, or a chain of businesses. 

2. Established companies appealing for further funds. 

3. Companies promoted for the purpose of engaging in a 

ft ' new enterprise. 
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Information in a Prospectus 

The information usually set out in a Prospectus of 
the first type may be enumerated under the following 
headings:— 

1. Details of the company’s capital, showing the amount 
authorized by the Memorandum of Association, the 
amount issued, or to be issued under the Prospectus, 
together with the number, description, and nominal 
value of the shares or debentures. 

2. The rights and privileges attaching to the respective 
securities. 

3. The price of issue, with directions as to payment. 

4. The names of Directors, Solicitors, Auditors, Secretary, 
and Brokers. 

6. The objects of the company as defined in the Memo¬ 
randum, which is the charter of the company. 

6. The Promoters’ opinion of the future prospects of the 
company. This is invariably optimistic in tone, and the 
cautious investor will liberally discount all estimates. 

7. A statement of past profits certified by a Firm of 
Chartered or Incorporated Accountants. 

8. A valuation of the assets certified by a Firm of Valuers, 
or other competent persons. 

9. Full particulars of all material contracts entered into 
by the company with the vendors of the business or 
businesses purchased, and others. 

10. The qualification of Directors, the minimum subscrip¬ 
tion on which Directors may proceed to allotment, and 
a statement of preliminary expenses. 


Duty of the Investor 

The first task of the investor is to ascertain exactly 
what his rights as a shareholder are, and then to 
arrive at a decision from the figures presented as to 
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whether the company is well launched on a profit¬ 
making career. There is no difficulty in determining 
his rights. These will be fully explained in the 
Prospectus, but one or tw T o points might be empha¬ 
sized. Preference shares usually carry preferential 
rights as to repayment of capital in the event of 
liquidation, and the buyer ought to satisfy himself 
that the Directors have no power to create a prior 
charge on the company’s assets without his previous 
knowledge and consent. The same with debentures. 
The investor in these is mainly concerned with the 
value and marketability of the assets pledged, but 
to be on absolutely safe ground there should be no 
opportunities for the displacement of the debenture 
by a prior charge, or for weakening the security 
through the subsequent issue of another series of 
debentures ranking on an equal footing. 

Assets and Profits 

After investigating his rights and the possibilities 
of their being vitiated or infringed upon, and having 
assured himself that he is reasonably well protected, 
the investor’s next duty is to scrutinize the assets as 
certified by the Valuers and the statement of profits 
from the Auditors. 

The valuation of assets should, of course, be a 
recent one. Mere book values are suspect. As a rule 
the Auditor’s certificate shows the profits earned 
annually over a period of years. Five or six should be 
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the minimum, and a steady increase each year is a 
“Bull” point for the company. Fluctuating profits 
spell danger, and in no case should the investor be 
satisfied with a bald statement of “average” profits, 
which might easily conceal the fact that the business 
taken over is on the way to Carey Street. The Auditors 
will state precisely how their figures are arrived at, 
but the investor should get down to the actual net 
profits, that is to say the profits available for distri¬ 
bution to shareholders of the new company after all 
business charges, directors’ remuneration, and deben¬ 
ture interest, etc., have been deducted. 

Net Profits and Net Assets 

A comparison of the net profits with the net assets 
(a figure easily ascertainable by deducting from the 
tangible assets the whole of the liabilities to secured 
and trade creditors) will enable the average investor 
to determine whether past results promise a satis¬ 
factory future, and whether the company has paid a 
fair price for the businesses taken over. If the price 
is not excessive, and the record of profits sufficiently 
good to justify the belief that the company will 
prosper, the investor may part with his money. 

Goodwill 

Of course, the company pays more to the vendor of 
the businesses than the value of the net assets. There 
is always the question of “Goodwill” to be considered, 
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and the Goodwill of an old established firm of high 
earning power and with wide ramifications is worth 
a great deal, probably three or four years’ purchase 
of the average annual profits. Goodwill cannot be 
said to exist at all if the business has never yielded 
more than wiiat could be obtained by investing in 
gilt-edged securities. The reader will understand that 
after paying for Goodwill the new company must 
earn larger profits if it is to get the same return on 
capital as the original proprietor, and it should, 
therefore, have a fair margin of working capital in 
hand for expansion. 

Payment to Vendor 

The vendor is usually paid for his interest partly 
in cash and partly in fully paid up shares. If goodwill 
is in any way dependent on personal skill, the pro¬ 
portion of shares should be fairly high. In addition 
the new company may retain the vendor’s services 
for a lengthy period as Director or Manager, and in 
these circumstances he might be expected to exercise 
the same assiduity and skill in the company’s affairs 
as he did when his own private fortune was at stake. 

Underwriting 

The investor ought to pay special attention to the 
Underwriting agreement. As a rule a statement in the 
prospectus that no part of the issue has been under¬ 
written is an excellent sign, but the investor must 
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distinguish between companies which can confidently 
appeal to the public on the merits of their securities 
and companies which are of such a weak or shady 
character that professional underwriters will have 
nothing to do with them. Sometimes issues are under¬ 
written by promoters and their friends, many of 
whom are not in a position to stand up to their obliga¬ 
tions. These people flourish in times of speculative 
activity. They rely on an enthusiastic response from 
the public, and if the issue is fully subscribed, calmly 
pocket commissions for promising to do something 
which they were never able to perform. Only recently 
the newspapers reported that a Greyhound Racing 
Company, whose issue of shares fell flat, was suing 
the underwriters for some thousands of pounds. An 
acid test of the good faith and financial standing of 
non-professional underwriters would be the clearing 
of their cheques some time before the prospectus was 
issued to the public. If the commission paid to under¬ 
writers is more than 5 per cent., the shares can be 
regarded as fairly speculative. 


Companies Appealing for Further Capital 

The prospectus of a company of this kind does not 
differ at all in princi])le, and very little in detail, from 
the preceding one, and the investor must devote the 
same time and attention to the examination of profits 
and assets. Gradually declining profits, even if their 
total is large, are calculated to arouse suspicion, 
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especially if goodwill stands at a high figure in the 
Balance Sheet and there are substantial sums owing 
to Debenture holders and Bankers. Successful com¬ 
panies experience no difficulty in raising additional 
capital, and new issues are generally snapped up by 
existing shareholders, to whom preference on allot¬ 
ment is invariably given. 


Companies Formed for New Enterprises 

With this class there is no record of past profits on 
which to base estimates of the company’s future, 
and the investor in most cases will be forced to rely 
entirely on his own judgment. He is bound to inquire 
whether the company’s products or services will 
satisfy a permanent economic need, and whether the 
supply of the particular commodities to be dealt in 
has not already reached saturation point.. Fashions 
change, and new wants are continually being created. 
Companies are formed to exploit them. The well- 
managed early comers possibly reap big rewards, or 
their shares touch speculative levels through the 
popular belief in their potential money-making 
capacity. But the first arrivals are followed by a 
shoal of smaller fry, often badly administered and 
inadequately financed, and these latter are gallantly 
supported by a covetous and ignorant public, whose 
only qualification for investing is a simple faith that 
where one company succeeds there is no reason in 
the world why others should not do the same. In the 
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end a long succession of dreary failures discloses the 
fact that the market has been overdone, and the 
investor wakes up to find that he has been the easy 
dupe of selfish company promoters. Probably one of 
the most important features in the prospectus of a 
new company is the personnel of the directorate. 
Good men of ripe experience and proved ability in 
the business world do not sponsor doubtful or worth¬ 
less propositions, and their names are often the very 
best guarantee of security and prosperity. 

The Yield on Shares 

Shares may not be issued at a discount, although 
they frequently drop to a discount in the open 
market. On the other hand, it is a common practice 
to issue shares at a premium. As with stock, the 
investor must carefully distinguish between the 
announced dividend and the return on the share 
investment. The dividend is always calculated on the 
nominal value of the shares. If £10 shares are bought 
at £15, and the dividend is 20 per cent, per annum, 
the shareholder receives 1 2 i ^ of £10, or £2, which 
represents a return of 13 J per cent, on his investment, 
viz. of 100. 


Read the Prospectus 

A final word to the investor. The Prospectus is not 
a short document, and a thorough perusal takes a 
little time, but half an hour in mastering the contents 
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is time well spent. The man who parts with his hard- 
earned savings and discovers later an inconspicuous 
clause which vitiates the security has only himself to 
blame. Company promoters and directors are bound 
under penalties to publish certain information, but 
they are under no obligation to emphasize incon¬ 
venient facts in bold and conspicuous type. The onus 
of examining and judging the statements made in the 
Prospectus is cast on the investor, and if he neglects 
this obvious duty, he does so at his own risk. 



CHAPTER VI 


THE BALANCE SHEET AND HOW TO 

READ IT 

Very few investors examine the Balance Sheet of a 
company before taking up shares. They follow the line 
of least resistance, and are content to risk their 
money on the information of friends, Stock Exchange 
activity, and newspaper “puffs.” And yet an informa¬ 
tive Balance Sheet, or, better still, a series of Balance 
Sheets covering a period of years, ought to be the 
soundest basis on which to form an estimate of the 
intrinsic merits of a company’s securities. The widely 
differing characteristics of modem economic activity 
make a standard presentation of accounts out of the 
question. Indeed, it is seldom that companies in the 
same industry follow a uniform system in presenting 
their Balance Sheets. This variation in practice adds 
to the difficulty of deciphering and analysing accounts, 
but there are certain fundamental principles which 
can be readily grasped by an intelligent layman, and 
the knowledge of these principles should always be 
applied before an investment is made. 

The popular idea of a Balance Sheet is that the 
assets on the right-hand side represent property, 
which can, if necessary, be converted into money at 
approximately the value shown in the accounts; that 
the liabilities on the left-hand side are debts which 
must be paid by the company, and that the difference 
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between the two is a potential cash surplus which 
may be divided amongst the shareholders or pro¬ 
prietors in the event of a sale or a winding-up. This, 
of course, is a profound misconception. A Balance 
Sheet, while it does purport to show the financial 
position of a going concern at a given date, is merely 
a transcript of ledger balances after debiting and 
crediting revenue items to the Profit and Loss 
Account. Included among the assets it is common 
enough to find Preliminary Expenses, Discount on 
Debentures, Development Expenditure, and, if a 
company has experienced bad times, the actual loss 
suffered on the year’s operations. Preliminary 
Expenses incurred in the formation of a company are 
necessary but absolutely irrecoverable expenditure. 
Discount on debentures can have no monetary value, 
and the company ought, in fact, to write it out of the 
books, while even the veriest tyro in finance will see 
that losses can never masquerade as assets. Why 
then should they appear in a Balance Sheet under 
the guise of assets ? The answer is that debit balances 
in the ledger must appear on the right-hand side of 
the Balance Sheet in order to balance the account. 
It behoves the investor, therefore, to scrutinize every 
item on the assets side with a view to determining 
what constitutes realizable property and what does not. 

Assets are grouped in the Balance Sheet according 
to their nature. With the exception of Banks and 
purely financial institutions, Joint Stock companies 
usually present their assets in order of permanency, 
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beginning with fixed assets, such as land, buildings, 
plant, and machinery, and so on through stock in 
hand, bills receivable, and sundry debtors, to cash in 
hand and at the bank. 

Fixed assets are bought for the purposes of pro¬ 
duction, to manufacture goods which are afterwards 
sold for profit. As a rule a large proportion of the 
capital of a company is sunk in fixed assets, and their 
value as shown in the Balance Sheet is often misleading 
to people not familiar with accounting methods. 
Besides keeping the property in a state of first-class 
efficiency, the prudent company will write off depre¬ 
ciation every year as a business expense, the rate 
depending on the life of the assets and the residual or 
scrap value at the end of their period of usefulness. 
From the investor’s point of view, it is desirable that 
the original cost of fixed assets should appear in the 
Balance Sheet, less past and present depreciation, so 
that some opinion may be formed as to the ade¬ 
quacy of the writing down; but there are some com¬ 
panies which show the actual cost on the assets side 
year after year, whilst amongst the liabilities may be 
found a depreciation fund or a depreciation account. 
This depreciation fund should be deducted from the 
cost in order to arrive at the true book value of the 
fixed assets. 

Now the book value of the fixed assets, even if the 
usual provision has been made for repairs and depre¬ 
ciation, does not necessarily bear any relation to the 
market value. The former is the correct figure to adopt 
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for a going concern. A solvent company is justified in 
ignoring ordinary fluctuations, but if it gets into 
difficulties and the business is realized in a hurry, 
fixed assets have a habit of melting away to nothing, 
simply because there may be no market or a very 
restricted one. In a large measure values depend on 
earning capacity, a point that must never be lost 
sight of. The wise investor will never allow himself 
to be dazzled by imposing figures in a Balance Sheet 
unless substantial profits are being made on the 
capital employed. Post-war experience tends to show 
that heavily capitalized industrial companies with 
large and expensive plants should test book values 
periodically by actual revaluations. 

The floating assets, such as stock in trade, bills 
receivable, and trade debtors, which are ultimately 
turned into cash, do not require so much attention. 
The Balance Sheet ought to show how the stock has 
been valued. It is usual to insert the cost or market 
price, whichever is the lower. No company should 
write up stocks following an appreciation in market 
values. To do so is to take advantage of unrealized 
profits, a very unwise proceeding. The larger the pro¬ 
portion of floating assets, the easier it is for the 
company to pay creditors promptly. 

Liquid assets are represented by cash in hand and 
at the bank and marketable securities. A well drawn 
up Balance Sheet will disclose the nature of the 
investments, together with the market price on the 
date of the Balance Sheet. A conservatively managed 
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company usually ignores appreciation in investment 
values, and makes provision in the accounts for any 
depreciation that has actually taken place. 

The last group covers intangible assets, amongst 
which goodwill is the most familiar. This frequently 
appears year in and year out at cost. There is no 
compulsion on a company to write down goodwill, but 
the safest policy is to reduce it gradually out of 
profits. If the item disappears from the books and the 
company still maintains a prosperous record, good¬ 
will exists as an undisclosed reserve; but should 
profits fall away, goodwill, no matter at what figure 
it stands in the Balance Sheet, might be absolutely 
worthless. The investor should therefore inquire if 
the amount entered for goodwill is justified by the 
profit returns. 

Turning now to the Liabilities side of the Balance 
Sheet, we encounter another seeming paradox in that 
there are items which are not Liabilities in the strictest 
sense of the word. As a rule the Liabilities appear in 
the following order :— 

1. Capital subscribed by the shareholders. 

2. Money owing to debenture holders. 

3. Advances from bankers. 

4. Trade creditors. 

5. Reserves and other funds. 

6. The credit balance of the Profit and Loss Account. 

The shareholders lose the whole of their capital if 
the assets are insufficient to meet the claims of 
secured and trade creditors, and from the company’s 
point of view the liability is therefore more or less 
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nominal. Debenture holders usually have a mortgage 
on specific assets, which might be worth twice the 
value of the sums advanced. The terms on which 
debenture capital is raised are a very good indication 
of the stability of the company. If money has been 
borrowed from a Bank, the investor can rest assured 
that investments, if such exist, have been pledged 
for the loan. Bankers employ other people's money. 
They take no risks with it, and prefer their security 
to be as liquid as possible. Frozen credits are not 
favoured by Banks. The reason for Bank loans should 
be carefully sought for. It is not a good sign when 
a big company is short of ready cash with which to 
carry on day-to-day business. Trade creditors and 
bills payable might be compared with the totals of 
the floating assets and cash at the Bank A large 
excess indicates that the company might have some 
difficulty in meeting its obligations. 

No prudently conducted company distributes 
profits up to the hilt. To do so is only to court disaster, 
and it is the practice to set aside from profits certain 
sums in the shape of Reserves for the purpose of 
strengthening the company’s position. Reserves can 
in fact be described as unconsumed profits. The 
Reserves are employed in the business, and might be 
difficult to realize in an emergency; but like the man 
who saves for a rainy day, the company which holds 
on to a proportion of its profits is in the best position 
to weather financial storms and inevitable trade 
depressions. 
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The Profit and Loss Statement in the Balance 
Sheet should show the balance brought forward from 
the previous year and the actual profit for the year 
under review. 

It is impossible within the limits of a short chapter 
to do more than touch on the salient points in a 
Balance Sheet, but the authors will be satisfied if 
they have demonstrated that a Balance Sheet is 
rather different from what it is popularly supposed 
to be. A proper appreciation of what the document 
stands for would disarm a great deal of the criti¬ 
cism at present levelled against directors and others 
when profits fall off through no fault of the manage¬ 
ment and heavy losses are sustained on the sale or 
reconstruction of the company. 

The investor should, of course, read the Balance 
Sheet in conjunction with the Chairman’s report 
and the Profit and Loss Account, if available. Some 
Balance Sheets are a mere conglomeration of figures, 
from which not even an expert can draw safe con¬ 
clusions, and the Chairman’s remarks may be the 
best means of forming an opinion as to the position 
and future of the concern. Companies issuing Balance 
Sheets designed for the purpose of obscuring the true 
position of affairs should be avoided by the ordinary 
investor, unless he has inside knowledge of operations. 

There are numbers of simple and practical hand¬ 
books on Balance Sheets which deserve the attention 
of the investing public. Unfortunately the investing 
mind is more concerned with dividends than with 
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anything else, even if dividends are paid by weak 
directorates at the expense of the company’s sta¬ 
bility ; but the man who understands what a Balance 
Sheet really means, the safety limit of mortgage and 
debenture debt, and the necessity for bringing all 
business expenses like depreciation into account, is a 
valuable member of any organization. Besides, con¬ 
structive criticism from a well-informed rank and file 
keeps the directors on their mettle, and if all share¬ 
holders took a lively and intelligent interest in the 
company's affairs, there would be far fewer com¬ 
plaints from financial critics as to the paucity of 
information supplied by the management, and we 
should probably see a diminution in reports of this 
nature:— 

As the company’s fixed assets have been maintained 
in a high state of efficiency, it is not proposed to charge 
any sum for depreciation during the current year. 



CHAPTER VII 


THE MONEY MARKET 

To most people the Money Market is a vague abstrac¬ 
tion. In reality it consists of the Bank of England, 
the Clearing House Banks, the Bill Brokers and Dis¬ 
count Houses, and the Stock Exchange. No one can 
read intelligently the money market column in the 
daily newspapers without some knowledge of the 
constitution and functions of this great organization, 
which works with astonishing smoothness and effi¬ 
ciency, and which has a very important influence on 
security values. If we examine the balance sheet of a 
Joint Stock Bank, we find the assets arranged in 
order of liquidity, first the cash in hand and at the 
Bank of England, cash in transit, and then money at 
call and short notice. All banks must keep in hand a 
certain proportion of legal tender with which to 
meet emergency calls from customers, because the 
relation between a banker and his customer is that 
of debtor and creditor, and current accounts are 
payable in legal tender on demand. Cash in hand and 
at the Bank of England earn no interest for the Joint 
Stock Banks. Their second line of defence against 
urgent claims from depositors consists of money at 
call and short notice. These liquid funds are employed 
in what is known as the Short Loan Market, and are 
loaned out at market rates for short periods, over¬ 
night, week-end, seven days, and so on, to Bill 
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Brokers, Discount Houses, and Stock Exchange 
Dealers against the deposit of approved securities. 
Loans at call are payable on demand, but notice 
money is repayable within a stipulated time, usually 
on the expiration of seven days’ notice. The banker 
insists on a margin over and above what is advanced, 
and if the margin runs off, he calls for further security. 
In case of need, he sells what he has. The reader will 
understand that in times of stress the Joint Stock 
Banks are in a position to liquefy the whole of these 
loans within a very short time. 


Bank Rate and Market Rates 

Bank Rate is the official minimum at which the Bank 
of England is prepared to discount first call bills, and 
all other rates, including Bankers’ Deposit Rate and 
the Market Rate for short loans, are dependent upon 
and lower than Bank Rate, which governs the 
monetary situation. Naturally the interest earned on 
money advanced in the Short Loan Market is subject 
to the law of supply and demand. If borrowers are 
few and credit superabundant, we read that funds 
were practically unusable; but if there is any strin¬ 
gency, and capital is wanted, the Discount Houses 
and Brokers are compelled to pay higher rates for 
their loans. The stringency, indeed, might become so 
acute that borrowers are driven for their accommo¬ 
dation to the Bank of England, which never charges 
less than the official rate, and which strictly rations 
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its loans, besides exercising greater discrimination in 
the securities accepted as cover for the loans. 

The Functions of Bill Brokers and Discount 

Houses 

Bill Brokers and Discount Houses exercise a 
highly specialized function in the Market. Bills of 
Exchange covering merchandise and securities are 
continually coming in for discount, and the skilled 
Broker knows at a glance the standing of the parties 
to the Bills. It seems extraordinary that a top-hatted 
gentleman in the vicinity of Lombard Street should 
be able to give an authoritative opinion on the value 
of a bill drawn in Pekin or Rosario, but, nevertheless, 
it is true. Brokers are adept in discovering the 
existence of purely finance or accommodation paper, 
such as a series of “kites” drawn by a branch office 
abroad on its English head office, and through their 
vigilance and skill trouble is often averted before it 
reaches serious dimensions. Bill Brokers and Discount 
Houses require very large funds for the purchase of 
bills, and banks find a good deal of the money. 
Since the war, which produced a great scarcity of 
commercial bills, the bill market has been dominated 
by the Treasury Bill, a three-monthly instrument 
sold on the tender system by the Bank of England 
on behalf of the Treasury. The proceeds of the 
Treasury Bills are used to finance the floating debt 
of the Government, and to meet expenditure in 
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anticipation of incoming revenue. Treasury Bills are 
issued in denominations of £5,000 and £10,000, and, 
as applications for less than £50,000 are not con¬ 
sidered, investors are practically limited to the Banks, 
the Discount Houses, and the large financial and 
insurance companies. 

The rates for Treasury Bills, Bank Bills, which are 
endorsed by a Bank, and Fine Trade Bills, are quoted 
daily in the money market column of the newspapers. 


Foreign Exchanges 


It is not our intention to lead the reader into the 
labyrinth of Foreign Exchanges. Generally speaking, 
international trade is carried on by means of a paper 
instrument, the ubiquitous Bill of Exchange, and a 
Bill of Exchange can be drawn and discounted in 
New York or any part of the world, and finally pre¬ 


sented to the acceptor and paid by him in London. 
But gold is the only currency of universal accepta¬ 
bility. It is the basis of the British currency, and the 
Bank of England must always be prepared to sur¬ 
render gold whenever it pays the foreigner to take 
metal rather than deal in bills. The coinage laws of 


various countries lay down how much gold or silver 
ot certain degrees of fineness shall enter into the unit 
of currency, and the value of the currency of one 
gold-using country can easily be ascertained in terms 
of another. The gold content of the dollar as com¬ 
pared with the £ is represented by 4.86f dollars 
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for every £ sterling, what is known as the Mint Par of 
Exchange, but the market rate for dollars depends 
upon innumerable factors, and is usually either more 
or less. If dollars become dear, and not more than 
4.84 can be bought for the £, then we can expect an 
outflow of gold, because it pays to buy gold and 
export it rather than to accept bills. If dollars 
cheapen to 4.89, gold will probably move from New 
York to London. 


Influence of Gold 

A large influx of gold, either through exchange 
operations or through the purchase of the output of 
South African mines, has an important influence on 
money market conditions. In normal circumstances 
increased supplies of gold in the vaults of the Bank 
of England mean an increase in the quantity of 
Bankers’ credit available to the public. When gold 
comes in freely, the City exudes confidence. The dis¬ 
count market immediately weakens, which means 
that discount, the commodity dealt in, goes down, and 
the price of bills rises. The Treasury is able to conduct 
its short-term borrowing on better terms, and the 
taxpayer benefits. A decline in market rates for 
money enables the professional speculator to borrow 
more cheaply and to buy securities. The Banks also 
employ unlendable funds on the Stock Exchange, 
and a general advance in the gilt-edged market usually 
follows. 
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An exodus of gold has a disturbing effect on the 
market. If the movement continues on any scale, 
discount rates harden, credit is curtailed, and a 
feeling of nervousness and tension engendered. 
Should the Bank of England’s reserves stand a 
serious risk of depletion, the official rate of discount 
may be raised with the object of checking the outflow. 
In that case all other rates follow suit, and we 
embark on an era of dearer money. The prices of 
fixed interest bearing securities are marked down. 


The Banks and Speculation 

The influence of the Banks in times of speculative 
activity should not be lost sight of. In so far as a 
boom is promoted and sustained by borrowed money 
they are in a strong position to apply an effective 
brake when the situation approaches the danger 
limit. If loans are ruthlessly called in, speculators 
are deprived of their support, weak holders are 
shaken out, prices tend to recede under forced liqui¬ 
dation, and the security market eventually returns to 

a more healthy condition. 

Influence of New York 

Since New York has assumed such a commanding 
position- in the realm of finance, it is impossible to 
ignore monetary events in that centre. No less an 
authority than Mr. Reginald McKenna, Chairman 
of the Midland Bank, and an ex-Chancellor of the 
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Exchequer, has declared that the world is governed 
by the dollar, and the fortunes of the £ sterling are 
inextricably bound up with those of the American 
unit. Happily the £ has stood at a premium for the 
greater part of the year, but we need not delude our¬ 
selves with the belief that this temporary superiority 
was the result of a favourable trade balance. America’s 
policy of lending liberally to Europe has been the 
main cause of sterling’s strength, sterling being used 
as an intermediary, and, as long as that policy is 
continued, the £ will no doubt keep on looking the 
dollar steadily in the eye. Another factor has been 
the maintenance until recently of relatively higher 
rates for money in London. Foreign balances are 
attracted by high interest yields, but when better 
returns are obtainable elsewhere, foreign balances are 
liable to be withdrawn, in gold if necessary. 

Whether we like it or not, our monetary wagon is 
hitched to the New York star, and if the American 
domestic situation requires the discipline of dearer 
money for any length of time, London will be very 
lucky if it escapes a dose of the same medicine. 
Investors in the internationally listed stocks, often 
referred to as International Counters, should also 
remember that the prices of their securities are 
largely influenced by market manipulations on the 
other side of the Atlantic. Prices are apt to sink 
rapidly under a heavy fire of sales in New York 



CHAPTER VIII 

WHAT TO INVEST IN 


Gilt-Edged Securities 

The first essential is to get in touch, with a good, live 
Broker, who will keep the prospective investor 
advised of attractive securities. Some Brokers are 
more attentive and skilful than others, and an intro¬ 
duction from an experienced friend is preferable to a 
chance selection from the official list as published in 
the Stock Exchange Year Book. The man who has 
had no dealings on the Stock Exchange will find 
it an advantage to place orders through his Bank 
Manager, who will engage a Broker of standing. The 
intervention of the Bank Manager costs the investor 
nothing. Provincial residents need have no hesitation 
in transacting their business through a Broker on one 
of the big Provincial Stock Exchanges, which main¬ 
tain a high standard of professional integrity. To the 
man for whom safety is the main consideration, and 
who cannot afford to take any risks at all with his 
capital, the gilt-edged market probably makes the 
strongest appeal. There is a wide range of such 
stocks on offer in this department of the market— 
British Government, Indian Government, securities 
guaranteed under the Trade Facilities Acts, Municipal 
Corporations, County Councils, Dominion Govern¬ 
ment, Colonial Government, and the prior charges of 
Home Railways (the Great Western, London, Midland 
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and Scottish, Southern, and London and North- 
Eastern), provided that certain dividends are paid 
on the ordinary stock. 

The opinion is widely held that interest rates will 
tend progressively downwards, and this view is based 
on very sound reasoning. A period of cheaper money 
—when borrowed capital commands lower rates of 
interest—means the appreciation of existing gilt- 
edged securities, and the present is therefore a suitable 
time for buying long-term stocks standing at a dis¬ 
count. 


Trustee Stocks 

The securities in the gilt-edged market enjoy 
Trustee rank, under the Trustee Act. That is to say, 
they are available to Trustees unless there is some 
prohibition in the instrument creating the Trust. 
Trustee Stocks are backed by Public and Municipal 
Revenues (rates, taxes, etc.), and are as safe as it is 
possible to conceive of anything in this world. Of 
course, British Government securities take pride of 
place, but there is not a great difference between 
them and some of the more popular Empire bor¬ 
rowers, the yields on the latter loans being slightly 
higher. The proceeds of loans raised by Dominion 
Governments and Home (Municipal) Corporations in 
this country have been largely devoted to repro¬ 
ductive enterprises, and, in many cases, their debts 
are almost equalled by tangible assets, such as rail¬ 
ways, hydro-electric works, tramways, etc. A pleasing 
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feature of Dominion finance is that Sinking Funds 
are being applied more liberally to the purchase and 
cancellation of their own securities on the London 
market. This is a good thing for both parties. It 
improves the credit of the borrower, because lenders 
are always impressed when debt is paid off con¬ 
sistently and constant support of the market keeps 
up the price of the securities, thus maintaining the 
investor’s holding at a high level. Dominion Govern¬ 
ment stocks in the possession of holders domiciled in 
the United Kingdom are not subject to Dominion 
Income Tax. The British Government applies millions 
annually to the reduction of debt. 

Public Utilities 

Public utility companies, such as gasworks, 
electricity undertakings, omnibus companies, under¬ 
ground railways, and the Port of London Authority, 
rank high as far as security is concerned, enjoying as 
they do very useful monopolies and an assured 
revenue. Some of them are able to raise capital on 
practically the same terms as Trustee borrowers. The 
investor in these concerns is not assuming any risks 
worth talking about. 

Colonial Municipals 

Colonial Municipals, usually issued in the form of 
stock and debentures, should not be neglected, but 
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there is not often a great deal on offer. These loans 
are secured on general and special rates, and all 
Overseas Municipalities own valuable assets in the 
shape of tramways, gasworks, waterworks, electrical 
undertakings, etc. In the Dominions themselves, 
securities of this kind belong to the Trustee class. 

Foreign Government Securities 

The return on Foreign Government Bonds is rela¬ 
tively higher owing to the greater risks, but many of 
the foreign loans floated under the auspices of the 
League of Nations have found great favour with 
English investors. These loans constitute a direct 
obligation on the borrowing Government, and some¬ 
times certain revenues, such as Excise duties on 
tobacco, beer, matches, etc., are allocated as specific 
security for the service of the debt, the proceeds being 
administered by League of Nations representatives. 

The bonds of the more stable South American 
Republics are worth looking at. It is true that some 
of the South and Central American States and Munici¬ 
palities have had bad records in the past for repudi¬ 
ating debts, but the habit of responsible government 
is fast developing with the growth of capital and a 
higher standard of life throughout all ranks of society. 
The securities of Argentina and Brazil are attractive 
propositions, and an investor might do worse than 
include some of them in his portfolio. 
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Banks and Investment Companies, Etc. 

The securities of banks, insurance companies, dis¬ 
count houses, financial and investment concerns, 
rank very high owing to the impregnable financial 
standing of the institutions. In some cases the shares 
are firmly held and difficult to acquire. Bank and 
insurance shares are not always fully paid up, a 
liability that can be insured against for a trifling 
expense. One of the features of recent years has 
been the rise of numerous Investment Corporations, 
the funds of which are spread over a great variety of 
first-class securities. The best of these show excellent 
returns, and have shrewd and influential directorates. 
For the man of strictly limited means the smaller 
investment trusts are an attractive proposition, and 
the fact that they are exempt from Income Tax, and 
recover all tax deducted at source, is a great con¬ 
venience to the modest investor whose income is of 
such dimensions as not to be assessable to tax. 


Industrial and Commercial Companies 


We now come to the extensive class of industrial 
and commercial companies, the value of whose shares 
depends almost entirely upon earning capacity, that 
is to say, 

commercial enterprise the greatest discrimination 
is required. The heavy essential industries of this 
country, such as iron, steel, shipbuilding, etc., have 


on profits. In the selection of shares in 
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been in deep waters during the past few years. 
Naturally shares have been depressed, and to very 
low levels. Professional investors with vision have 
apparently taken an optimistic view of the future, 
as considerable buying has taken place from 1927 
onwards in the heavy industries securities. It is 
sound advice to buy at the bottom and sell at the 
top price. Curiously enough, the great body of occa¬ 
sional investors generally come in too late. Perhaps 
it is lack of courage or an insufficient knowledge of 
economic and business tendencies, but it is a well- 
established fact that they wait until prices advance 
to high levels and miss the opportunities for capital 
appreciation. The shares of the soundest and best 
companies engaged in the heavy industries and allied 
trades are certainly worthy of the closest attention. 
Transportation and shipping companies are bound 
to share in the general trade revival, since they carry 
the nation's increased output of merchandise and 
manufactures, and their securities on that account 
alone ought not to be disregarded. 

The shares of companies engaged in purveying 
necessities or conventional necessities like beer, 
whisky, and tobacco are always fairly safe, as are 
also the securities of companies whose business it is 
to manufacture articles in daily use which pass rapidly 
into consumption. A few of these concerns are formid¬ 
ably entrenched, and enjoy something approaching a 
monopoly in their own particular spheres. Substantial 
profits are made, and the shares are rated high, but 
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they form a good lock-up with the prospect of 
bonus distributions in the background. 

What are called the newer industries, namely 
gramophones and artificial silk, etc., have enjoyed an 
era of unprecedented activity, and share values have 
moved upward by leaps and bounds. As far as can 
be seen, output has not yet caught up with demand, 
and the possibilities of these shares are apparently not 
yet exhausted. There is scope in them for shrewd 
buying. 

Newspaper securities warrant some attention from 
the keen investor. The distribution of news is passing 
into the hands of a few companies with immense 
capital resources behind them, and the leading daily 
newspapers are great revenue-producers. There is a 
constant struggle on the part of newspaper pro¬ 
prietors to increase circulations, and what with the 
growth of the reading public and the demand for 
advertising space, the revenue of the heavily capi¬ 
talized and enterprising concerns should move steadily 
upward. 

Companies struggling under a load of debenture 
debt should be avoided, for in the event of default in 
the payment of interest the debenture holders can 
step in and seize the assets. Many sound companies, 
however, with large capital resources and propor¬ 
tionate earning power, carry a certain amount of 
debenture debt, and there is no need to steer clear of 
these. 

Investors should study the Memorandum and 
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Articles of Association of the company in which they 
propose to place their money, and should fully 
understand the privileges and limitations of the 
respective classes of shareholders. In boom periods it 
is a great mistake to be influenced by inspired news¬ 
paper talk or feverish activity on the Stock Exchange. 
Remember that the public generally takes a hand in the 
game when the prices of shares have been driven to 
levels which do not fairly represent earning capacity, 
with the inevitable result, loss of capital. The great 
test of a company’s worth is profits. If the profits 
show a steady increase over a period of years, if 
liquid resources are adequate and the dangers from 
competition not excessive, and if the company’s 
administration has been characterized by prudence 
and skill, then the man with cash to spare can make 
a safe, sound, and profitable investment. But if he 
ignores these essentials and reli.es solely on spectacular 
movements in prices on the Stock Exchange, he might 
possibly discover too late that he has been a gambler 
and not an investor. 

Shares in industrial companies require more 
careful nursing than any other securities. Trade 
depressions come and go, fashions change, new 
inventions are discovered, rendering unmarketable 
hitherto profitable commodities. More efficient com¬ 
petitors might succeed in making a big hole in profits, 
while political upheavals in remote parts of the world 
can sometimes reduce a once highly prosperous con¬ 
cern to bankruptcy. The mere changing of women’s 
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fashion by the abandonment of lace has brought that 
industry down to a very low level, while a poor 
cotton crop in Egypt will reflect itself in the shares of 
the mills of Oldham. For this reason the investor should 
not only spread his holdings throughout first-class 
companies in widely different industries, but he 
should apply himself to a close study of the financial 
news of the day in order that he may be in a posi¬ 
tion to sell out if necessary before a heavy slump sets 
in, or to take swift advantage of a rising market. 
The annual reports of the banks and the leading 
financial and industrial companies constitute in 
themselves a liberal education and furnish an invalu¬ 
able guide to the country’s commercial future. Board 
of Trade Returns of Imports and Exports, Railway 
traffic returns, and, in a lesser degree, the Stock 
Exchange turnover of securities, are all indications of 
the nation’s industrial activity, and the investor will 
find, if he takes an intelligent interest in these 
matters, that he has not only become a more useful 
citizen through his grasp of economic tendencies and 
business affairs, but that he is in a much stronger 
position to conserve his capital and make it grow. 




CHAPTER IX 


STOCK EXCHANGE AND MONEY 

TERMS 


[ARKET 


The following is a useful glossary of Stock Ex¬ 
change Terms and Money Market and Balance Sheet 
references. 

Account. 

The fortnightly period of reckoning on the Stock 
Exchange. 

Allotment. 

The division of stocks and shares among applicants for 
securities offered to the public on a prospectus. If the 
issue is under-subscribed, applicants receive allotment 
in full, and the underwriters find the balance of the 
money. If over-subscription takes place, the securities for 
sale are allotted or divided up between the various appli¬ 
cants in proportion to the amount applied for. 

Amortization. 

The calling in and repayment of various bonds, shares, 
or other securities, from profits which have been allocated 
in the past to a sinking fund with the object of calling in. 

Arbitrage. 

Numbers of securities of an international character are 
listed in London, New York, Berlin, and Paris. Dealers 
are in telephonic and cable communication with these 
exchanges, and may buy in one centre and sell in another, 
making a profit on the transaction. This is known as 
arbitrage. 

Assets. 

Broadly speaking, the property of a company as repre¬ 
sented by cash, book debts, stock-in-trade, plant, 
machinery, etc. Assets used for the purpose of earning 
profits, such as plant and machinery, are known as fixed 
assets, and under forced selling might realize only a 
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small percentage of their capital value. The value of fixed 
assets largely depends on profit-making capacity. Book 
debts, stock-in trade, etc., can readily be turned into cash, 
and are referred to as floating assets. Fictitious assets 
do not represent property either tangible or intangible. 
A typical example is the expenditure incurred in the 
formation of a new company, i.e. Preliminary Expenses, 
which is shown as an asset, and gradually written down 
out of profits in subsequent years. 

Attorney. 

When a person is unable to sign documents or to act for 
himself, he may grant a Power of Attorney to some 
trusted person, who is authorized under the instrument 
to perform such functions on his behalf. 

Auditor’s Report. 

A report presented annually by the Auditors of a com¬ 
pany to the shareholders. Usually a colourless document, 
it means that in the opinion of a professional accountant 
the published accounts disclose the true position of 
affairs as revealed by the books, accounts, vouchers, and 
explanations of the officials of the company. Although the 
auditor has been described as the shareholders’ watchdog, 
there are limitations on his powers and duties. The 
accounts presented are those of the directors, and a 
company may do many things legally which are not 
necessarily in accordance with the canons of sound 
finance and prudent business. An auditor is not a 
valuer. He may inquire into the principles on which 
valuations are made, and report adversely if he is con¬ 
vinced that the principles adopted are unsound, but there 
are certain valuations on which it is impossible for him 
to dogmatize. Any qualification in an auditor’s report 
should arouse suspicion. The qualification probably looks 
harmless enough on paper, but the instructed investor 
might discover hero the beginnings of future trouble. 

Averaging. 

This is an attempt on the part of a speculator to level 
up a depreciation of securities by buying more of the 
same shares at a lower rate than was originally paid. 

F 
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Bankers’ Deposit Rate. 

This is usually 2 per cent, below Bank Rate, and stands 
to-day at 2£ per cent. It is the rate of interest allowed 
by Joint Stock Banks on money deposited for fixed 
periods. There is, however, strong competition amongst 
banks and discount houses for large deposits, which 
might command as much as 4§ per cent, with Bank 
Rate at 4£ per cent. 

Bank Rate. 

The announced percentage at which the Bank of England 
is prepared to discount first-class bills. All other rates, 
such as Bankors’ Deposit Rate and the Market Bate of 
discount, are dependent on Bank Rate, and move in 
sympathy with it. 

Bear. 

A speculator who gambles on a fall in the price of 
securities. The “Bear” sells stocks which he does not 
possess with a view to buying in when prices decline 
and pocketing the difference. 

Bearer Bonds. 

Are negotiable, like Bank Notes, by delivery only. 

Blank Transfers. 

Transfer deeds completed with the exception of the 
names of buyers. 

Bond. 

A redeemable loan certificate. 

Bonus Shares. 

The capitalization of surplus profits. The aim of all 
prudent directorates is to maintain a good but steady 
rate of dividend over a period of years. Sometimes actual 
earnings might justify larger dividend distributions, but 
directors do not care to recommend payment of higher 
rates unless there is a fair prospect of maintaining them. 
Varying dividends are apt to cause sharp fluctuations in 
tho market prices of shares, and a feeling of uneasiness 
is created amongst shareholders whenever the dividend 
rate falls. Tho practice is, therefore, to appropriate any 
surplus to reserve, and when tho reserve passes the safety 
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limit, the balance over may bo converted or capitalized 
into fully paid up preference or ordinary shares, and 
issued to shareholders in proportion to their existing 
holdings. 

Books Closed. 

Company registers are closed periodically in order to 
facilitate the preparation of dividend warrants. Dates of 
closing are announced in the newspapers. 

Brokerage. 

An alternative term for commission payable to a Broker 
for executing orders on behalf of an investor. A scale of 
commissions will be found at the end of this book. The 
small investor in good sound securities should allow his 
capital to grow quietly. If ho interferes too much, and 
chops and changes about, commissions and stamp duties 
will make a big hole in profits. 

Bull. 

A speculator who buys stocks for which ho does not 
intend to pay in the hope that prices will rise, and that 
ho will be able to re-sell at a profit. 

Bullion. 

Gold and silver in bars. 

Buying-In. 

Stocks must be delivered on settlement day or arrange¬ 
ments made to carry over. If a seller fails to hand over 
within ten days after the final settlement day, the 
securities are publicly bought in by auction on the 
Stock Exchange. 

Call Money. 

Loans or deposits by bankers and others repayable on 
demand. 

Carry Over. 

The continuation of a bargain from one settling day to 
the next. (See Contango.) 

Commission. 

See Brokerage. 
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Consideration Money. 

The sum entered in a deed of transfer as having been 
paid by the buyer to the seller as purchase money for 
stocks and shares. Very often the purchase money in the 
transfer does not agree with the Broker’s Contract Note. 
The reason is that securities sold in the open market 
are usually bought by a Jobber, who takes them on his 
book, and re-sells later on the best terms he can get. 
Apart from the question of profit, the prices of securities 
fluctuate, and the consideration money inserted in the 
transfer may therefore be more or less than the first 
sellor receives. The Stamp Act requires in such cases the 
consideration money paid by the sub-purchaser shall be 
the one inserted in the deed, as regulating the ad valorem 
duty. 

Contango. 

The continuation of a bargain from one account into 
another. It is a good principle for the average man in 
Stock Exchange dealing to buy only what he is prepared 
to pay for, and if ho has made a good sound choice, he 
need not worry about temporary fluctuations in the 
price of the investment. Good stocks and shares will 
always pay for their keep. On the other hand there are 
numbers of people for whom speculation is the breath of 
life. They buy stocks which they cannot afford to pay 
for in the hope that a rise will take place enabling them 
to sell out and pocket the difference, or they sell stocks 
which they do not possess, or which they do not wish 
to deliver, in tho belief that prices will fall, and that they 
will be able to buy in at the lower price and make a 
profit. But supposing that neither of these contingencies 
happens before settlement day, and that tho client has 
no intention of closing his bargain. If ho is a "Bull” and 
has bought for the rise, ho asks his Broker to contango 
the stocks to tho next account. Tho Broker approaches 
the dealer from whom the purchase was made, and the 
dealer agrees to postpone delivery for another fortnight, 
but charges what is known as tho contango rate, that is to 
say 5 per cent or G per cent, per annum for a fortnight on 
tho making-up price of the stock. Stocks are valued for 
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tho carry over at the making-up price, which is the 
middle price at midday on contango day. If the making-up 
price is lower than that at which tho “Bull” purchased, 
he has to pay the difference. Differences either in favour 
of or against the client are settled on Account Day. 
The Contango rate is charged up to the client plus a small 
commission for the Broker’s trouble. 

In tho case of a sale, the client instructs the Broker to 
carry over to the next account, and the Broker notifies 
the Jobber of his intention to “take in” the stock. Pay¬ 
ment by tho Jobber for the stock is thus deferred for a 
fortnight, and the client receives tho Contango rate of 
5 per cent, or six per cent, per annum loss a small charge 
for the Broker’s services. Interest rates are, of course, 
dependent on the official price of money. If the price of 
tho stock rises instead of falling, the “Bear” must pay 
the difference between the price at which he sold and the 
settlement making-up price. Sometimes the “Bear,” 
instead of receiving a contango, is compelled to pay a 
backwardation. It is all a question of supply and demand. 
If there is a marked scarcity of stock for delivery against 
sales, sellers who are short of the security make an 
allowance to purchasers, and this allowance is known as 
“backwardation” or “back.” Under the rules of the 
Stock Exchange Brokers are forbidden to transact 
speculative business for or with an official or clerk in any 
public or private establisliment without the knowledge of 

his employer. 

Conversion. . , 

The exchange of one security into another. Prior to tho 

maturity of a loan, the borrowing Government or 

Corporation usually makes an offer to holders to convert 

into another security. Those holders who do not exercise 

tho option to convert are paid off in cash on the expiration 

of tho loan. 

Coupons. , _ , . 

Interest tickets attached to bearer bonds or debentures. 

The coupons are cut off on tho interest dates and pre¬ 
sented to the borrower’s Bank for payment. 
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Cum-Dividend. 

When securities are sold cum-div., the buyer receives the 
dividend. If they are sold ex-div., the seller takes it. 

Debentures. 

Registered or bearer bonds issued by a Government or 
Corporation. The debentures of a company are secured 
on specific assets. If default takes place in payment of 
interest, the debenture holders may place the undertaking 
in the hands of a receiver. 

Deferred Shares. 

Shares which rank after preference and ordinaries for 
dividend purposes. 

Discount. 

r Iho charge made by bankers, discount houses, and others 
for money advanced on a bill not presently due. The 
banker deducts the charge from the face value of the 
security, pays the difference, which is called the proceeds 
of the bill, to the porson parting with it, and collects the 
full amount on maturity. Current rates for Treasury 
bills, Bank bills, and fine trade bills are quoted daily in 
the newspapers. Stocks and shares are said to be at a 
discount when they fall below their issued price. Stock 
sold at £100 and quoted in the market at £96 stands 
at a discount of £4 per cent. Shares may not be issued 
at a discount, but stock can. 

Dollar Securities. 

Thoro is an American market in the London Stock 
Exchange, where the securities of American companies, 
which, of course, are issued in dollars, may be bought and 
sold. Tho mint par value of the dollar is 4.863 to the £ 
sterling, so that the American unit is worth very nearly 
4s. 2d. in our money. For Stock Exchange purposes the 
dollar is treated as being worth 4s. only, viz. 5 dollars 
to tho £, and $100 stock is the equivalent of £20. This 
artificial method of converting does not involve any loss 
to investors, as it applies equally to buying and selling. 
Fho quotations for dollar securities are on “London 
lorms,” that is, in the sterling equivalent, and include 
interest accrued to date, but some aro dealt in on “New 
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York Terms.” In the latter cose the price quoted is net, 
and the buyer pay3 and tho seller receives the accrued 
interest in addition to the price. Coupons are payable in 
dollars, and can be turned into sterling at the ruling rate 
of exchange on tho day. 

Drawings. 

The practice of applying Sinking Funds to tho annual or 
semi-annual drawings of bonds is very common amongst 
foreign borrowers. A limited number of bonds is drawn 
by ballot and paid off at par or some other agreed figure. 

Ex-Rights. Cum-Rights. 

Sometimes the possession of shares carries the right of 
increasing one’s holding on terms which are specially 
advantageous to existing shareholders. This right has a 
marketable value. If tho shares are sold ex-rights, tho 
advantage remains with the seller. If sold cum-riglits, 
the buyer has the privilege of taking up new issues on 
the more favourable terms. Shares are sometimes sold 
Ex-All. In this case tho buyer has no claim to any interim 
dividends, bonuses, or rights to take up new issues, or any 
other advantage that may attach to tho shares. 

Gilt-Edged Securities. 

Safe securities backed by public and municipal revenues. 
Securities in which Trustees are authorized by law to 
invest. 

Goodwill. 

Goodwill has been variously defined as “the probability 
that the old customers will resort to tho old place,” 
“the attractive force which brings in custom,” and “the 
benefit arising from connexion and reputation.” Where 
an old-established business has been taken over by a 
new company, tho latter’s balance sheet will usually 
contain an item representing tho amount paid for good¬ 
will. The prudent course is to write down goodwill out of 
profits. It is an intangible asset, and if the company fails 
to maintain earnings above a certain level, goodwill as 
an asset depreciates or even disappears. Special attention 
should be paid to tho shares of companies in which the 
item goodwill figures prominently. 
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Guaranteed Stocks. 

The issuing company or some other company guarantees 
payment of interest on these stocks. 

Guinea Pig. 

A gentleman appointed to a Board of Directors, not on 
account of his knowledge of the business but because of 
his social position. The guinea pig is not yet extinct, but 
he is fast disappearing from our commercial life. 
Hammered. 

The notification on the Stock Exchange of a member’s 

inability to meet his obligations. The reading of the 

notice is preceded by three blows from a mallet struck 
on a block of wood. 

Holding Company. 

A company which controls or holds the whole or bulk 
of the shares in a number of subsidiary companies. It is 
frequently referred to as the parent company. 
Instalments. 

Stocks and shares offered to the public are paid for by in¬ 
stalments, so much on application, usually 5 per cent., and 
the balance spread over a period of one or two months. 

If an investor pays in full after allotment, a discount 
is allowed by the borrower on the “prepayment.” Instal¬ 
ments in arrears are subject to an interest charge. 
Liabilities. 

.The debts of a company, including loan and shareholders’ 
capital. 

Lock-Up. 

A familiar term for a good soimd investment which can 
be safely put away for capital appreciation. 

Margins. 

The excess value of marketable securities deposited with 
Banks in return for loans. If the price of the security 
drops, the margin or cover might disappear altogether, 
in which case the banker calls for additional security. 
Nominal Price. 

An approximate price quoted for stocks and shares 
which do not enjoy an active market. If the last record 



STOCK EXCHANGE TERMS 


89 


of business done in these securities is of long standing, the 
investor should instruct his Broker to get the best price 
of the day, and advise the result, before buying or selling. 

Notice Money. 

Loans or deposits payable at so many days’ notice, 
usually seven. Discount houses quote slightly higher 
rates than the banks for notice money. 

Options. 

An option is a purchased right to call for or to make 
delivery within a specified time of specified stocks or 
shares at agreed rates. There are three kinds, the Put, 
the Call, and the Put and Call, or Double Option. Under 
the first the speculator buys the right to sell securities 
at some future time at an agreed price. Under the second 
he acquires the right to purchase securities in the future 
at an agreed figure, while under the third ho can exercise 
the right to buy or sell. 

Ordinary Shares. 

The common shares of a company with no special rights 
attached. They rank after preference for dividend, but 
before deferred. 

Par. 

The face value of a security, such as £100 stock or a £5 
share. 

Preference Shares. 

Shares entitled to a fixed rate of dividend, which may 
be cumulative or non-cumulative. If the dividend on 
cumulative preference shares remains unpaid in any 
year, it accrues, and must bo paid in subsequent years if 
profits allow. Participating Preference shares are not 
only entitled to a fixed dividend, but also to a share in 
surplus profits. In the event of a winding-up. Preference 
shareholders usually have a prior right to repayment of 
capital after the claims of secured and unsecured creditors 
have been satisfied. 

Prospectus. 

A notice published in the newspapers inviting the public 
to subscribe for stocks and shares. 
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Rationalization. 

A rather ugly term in common use nowadays. It means 
the amalgamation of industrial units with the object of 
cutting down overhead and administrative costs, the 
provision of facilities for buying on a large scale on 
more profitable terms, and the sale of a cheaper article 
to the consumer. Trusts were viewed with suspicion a few 
years ago, but their operations are now widely accepted 
as being in the public interest. 

Redemption. 

Repayment of a loan at maturity. 

Reserves. 

Undistributed profits kept in a business for the sake of 
strengthening its position. Reserves are not always 
realizable in case of emergency. Secret reserves are such 
as are not disclosed by the accounts. A favourite method 
is to charge unusually heavy depreciation against profit 
and loss, so that assets appear in the balance sheet below 
their true value. 

Scrip. 

A receipt for a new security on which one or two instal¬ 
ments only have been paid. 

Share. 

One of the equal parts into which a company’s capital is 
divided, as, for instance, 250,000 chares of £1 each. 
Shares are not always fully paid up, and should the 
necessity arise for further capital, the company may call 
on holders for the balance unpaid. 

Share Certificate. 

The documentary evidence of a share holding. 

Sinking Funds. 

Sums set aside annually out of revenue and separately 
invested for the redemption of debt, the idea being that 
on the maturity of the loan, the accumulated sinking 
funds should be available to repay the holders of the 
securities. The modern tendency is to apply sinking 
funds to the purchase and cancellation of securities in 
the open market, especially when they stand at a discount. 
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Stag. 

A person who applies for new issues of stocks and shares 
with the object of selling out as soon as a premium is 
established. 

Stocks. 

The securities of Governments and Public Corporations. 
The holder’s name is inscribed or registered in the books 
of the Bank managing the issue. Stock is transferable in 
any amounts. 

Trustee Stocks. 

Securities in the gilt-edged market in which Trustees are 
authorized bj' law to invest. The Trustee Act should be 
carefully studied by persons acting in a fiduciary capacity. 
Trustees are responsible to beneficiaries for wastage of 
capital, and they are expressly forbidden to purchase 
certain Government and Municipal stocks at a price 
exceeding 15 per cent, above par. 

Turn. 

The difference between the prices at which a Stock 
Exchange Jobber is prepared to buy or sell a security. 
A concession in the first interest payment to purchasers 
of stock. 

Underwriting. 

An engagement to take the whole of an issue of stock 
at a price below that at which it is offered to the public, 
the difference between the two prices being the Under¬ 
writers’ commission. Underwriters carry the risk of an 
unsuccessful issue. If the public respond generously, 
Underwriters are freed from all liability, and simply 
pocket their commissions, which run from 1 per cent, 
upwards, but if the loan is undersubscribed, the Under¬ 
writers must find the balance. 

Vendor. 

The seller of an established business to a newly formed 
company. The vendor is usually paid a proportion in 
cash and the balance in fully paid up shares in the new 
company. 

WINDO W - DRESSING. 

The calling in of loans by the Banks on balancing days 
for the purpose of showing a strong liquid position. 



CHAPTER X 

OFFICIAL SCALE OF COMMISSIONS 


A 

£ Per Cent, on Stock. 

Securities of or Guaranteed by the British or Indian 
Government having a currency of not more than twelve 
years, in bargains of not less than £20,000 Stock. 
r« Per Cent, on Stock. 

per cent. Consols, 2£ per cent, and 2£ per cent. 
Annuities. 

I Per Cent, on Stock. 

Other British Government Securities. 

Indian Government Stocks. 

Metropolitan Consolidated Stocks. 

London County Consolidated Stocks. 

Colonial Government Securities. 

County, Corporation, and Provincial Securities (British, 
Indian, or Colonial). 

\ Per Cent, on Money. 

Bank of England and Bank of Ireland Stock. 


B 

At Discretion. 

Foreign Government and Corporation Bonds. 
Price 1 or under. 

foreign Railway and other Bonds to bearer. 
Price 1 or under. 

s J a Per Cent, on Stock. 

Foreign Government and Corporation Bonds. 
Price 5 or under. 

loreign Railway and other Bonds to bearer. 
Price 5 or under. 


t 1 «t Per Cent, on Stock. 

I oreign Government and Corporation Bonds. 
Prico 10 or under. 

I'oreign Railway and other Bonds to bearer. 
Price 10 or under. 
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h Per Cent, on Stock. 

Foreign Government and Corporation Bonds. 

Price 20 or under. 

Foreign Railway and other Bonds at bearer. 

Price 20 or under. 

I Per Cent, on Stock. 

Foreign Government and Corporation Bonds. 

Price over 20. 

Foreign Railway and other Bonds to bearer. 

Price over 20. 


C 

& Per Cent, on Money. 
Registered Stocks. 


D 


Shares, Registered or Boarer (other than Shares of $50 or 
$100 denominations included in Section E). 



£ 

s. 

d. 
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E 

Shakes of $50 or $100 Denomination. 

Under the heading American Railroad Stocks and 
Shares in the Official and Supplementary Lists. 
Canadian Pacific Railway Co. 

United States Steel Corporation. 

Price $5 or under .. . . .. At discretion. 


$ $ 
Over 5 to 25 
„ 25 to 50 

,, 50 to 100 

„ 100 to 150 

,, 150 to 200 


s. 

0 

0 

1 

1 

2 



6 per Share. 


9 

0 

6 

0 


M 


99 


With fid. rise for every $50, or portion thereof, in price. 
Options for more than one Account ... As on bargains. 


F 


Options for one Account or less 
Bargains in partly-paid Stock or Sharks 
of New Issues 

Bargains in Rights for Cash 
Powers of Attorney for Inscribed Stock 
Probate and other Valuations 
Securities Made-up or Made-down 
Short-dated Securities (having Five 
Years or less to run) 

Transfers of Stocks and Shares 


At discretion. 


Small Bargains . . No lower Commission than £1 to be 


charged excopt in the case of:— 


(а) Transactions amounting to less 
than £100 in value, on which a 
Commission of not less than 
10s. must be charged, or 

(б) Transactions amounting to less 
than £20 in value, on which a 
Commission of not less than 5s, 
must be charged. 
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Interest-Bearing Securities, 9, 
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International Stocks, 70 
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Jobber, 18 
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Municipal Securities, 24, 71 
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Newspaper Securities, 77 
New York, influence of, 12, 
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Nominal Price, 88 
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Options, 89 
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Outside Brokers, 18, 19 
Par Value, 43, 89 
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